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TESTIMONY  OF  FORMER  EMPLOYEES  OF  THE 
BANCA  NAZIONALE  DEL  LAVORO 


TUESDAY,  NOVEMBER  9,  1993 

House  of  Representatives, 
Committee  on  Banking,  Finance  and  Urban  Affairs, 

Washington,  DC. 

The  committee  met,  pursuant  to  notice,  at  10  a.m.,  in  room  2128, 
Raybum  House  Office  Building,  Hon.  Henry  B,  Gonzalez  [chairman 
of  the  committee]  presiding. 

Present:  Chairman  Gonzalez,  Representatives  Schumer,  Ken- 
nedy, Klein,  Watt,  Hinchey,  Fingerhut,  Leach,  McCollum,  Rou- 
kema.  Roth,  McCandless,  Linder,  Knollenberg,  Bachus  of  Alabama, 
Huffington,  Castle,  and  Sanders. 

The  Chairman.  The  committee  will  please  come  to  order. 

We  have  a  number  of  witnesses,  and  also  the  House  will  go  in 
session  at  11  o'clock,  so  we  want  to  make  sure  that  we  take  advEin- 
tage  of  the  1-hour  interim. 

Todav  marks  the  Banking  Committee's  sixth  hearing  on  the 
scandal  involving  the  Atlanta  agency  office  of  the  Italian  Banca 
Nazionale  del  Lavoro.  The  committee's  investigation  of  BNL  origi- 
nally grew  out  of  my  concern  that  our  financial  system  was  vulner- 
able to  abuse  by  not  only  foreign  banks,  but  the  course  of  tremen- 
dous sums  of  so-called  international  funds  through  the  arterial  sys- 
tem of  our  banking  and  financial  network,  and  the  inadequate  su- 
pervision of  the  Federal  as  well  as  the  State  regulatory  authorities. 

The  committee's  investigation  revealed  that  foreign  banks  were 
subject  to  inadequate  supervision  and  that  an  outmoded  regulatory 
structure  seemed  to  be  the  theme.  These  findings  served  as  a  cata- 
lyst for  overhauling  our  system  of  regulating  foreign  banks.  Foreign 
banks  are  now  subject  to  far  greater  scrutiny  by  the  regulator,  but 
we  still  have  some  distance  to  travel. 

The  latest  tally  reveals  that  foreign  banks  command  nearly  $1 
trillion  in  assets  in  the  United  States,  over  20  percent  of  the  total 
banking  system's  assets. 

The  BNL  scandal  also  serves  as  a  shocking  reminder  of  the  ease 
at  which  our  financial  system  can  be  manipulated.  While  it  may 
seem  hard  to  believe  that  a  handful  of  employees  of  a  small  agency 
office  like  BNL  in  Atlanta  could  secretly  loan  billions  to  Iraq,  the 
scheme  was  carried  out  with  rather  apparent  ease. 

There  are  several  competing  claims  about  the  origins  of  the  scan- 
dal and  whether  or  not  the  BNL-Atlanta  employees  acted  alone  or 
as  part  of  a  broader  covert  policy  involving  the  United  States  and 
Western  European  entities  and  their  then  tilt  toward  Iraq  in  the 
war  that  was  taking  place  at  that  time. 

(1) 


One  group  that  has  not  had  the  opportunity  to  tell  their  side  of 
the  story  is  the  former  employees.  Today's  hearing  provides  an  op- 
portunity to  explore  the  means  and  motivations  by  which  the 
former  employees  perpetrated  the  single  greatest  banking  fraud  in 
U.S.  history.  They  will  hopefully  answer,  once  and  for  all,  the  ques- 
tion of  whether  or  not  they  acted  alone. 

And  with  that,  I  will  recognize  Mr.  Leach. 

[The  prepared  statement  of  Mr.  Gonzalez  can  be  found  in  the  ap- 
pendix.] 

Mr.  Leach.  Thank  you,  Mr.  Chairman. 

Let  me  just  say  that  the  chairman  of  this  committee  deserves  a 
gfreat  deal  of  credit  for  pursuing  this  investigation.  I  welcome  the 
witnesses  before  us,  although  it  is  not  a  happy  day  to  have  them. 

At  issue  are  really  two  kinds  of  questions.  One  relates  to  simple 
bank  fraud.  How  extensive  and  how  pervasive  was  it?  In  that 
sense,  it  appears  to  be  a  very  substantial  bank  fraud. 

The  second  question  goes  to  the  constitutional  process.  If  this 
bank  fraud  occurred  with  the  winking  of  £m  eye,  if  not  the  intent 
of  the  administration  in  office  at  the  time,  then  there  is  a  constitu- 
tional problem  when  a  foreign  policy  endeavor  is  advanced  by  al- 
lowing funds  to  go  to  a  particular  country  for  particular  enterprises 
without  congressional  or  constitutional  authority.  If  that  is  the 
case,  we  have  a  far  bigger  story  than  simple  bank  fraud.  Even 
though,  as  a  bank  fraud  case,  it  is  still  rather  dramatically  signifi- 
cant. 

I  welcome  the  perspective  of  the  witnesses  and  recognize  that 
they  are  going  to  be  under  the  gun  in  terms  of  consistency  with 
their  testimony  over  time  as  well  as  their  perspective  today. 

Thank  you,  Mr.  Chairman. 

The  Chairman.  Thank  you. 

Our  first  witness  is  Mr.  Christopher  Drogoul.  I  wanted  to  thank 
him  for  his  willingness  to  appear.  He  is  accompanied  by  counsel. 
But  I  wanted  to  advise  that  proceedings  under  the  rule,  that  we 
will  invoke  under  the  House  rules,  rules  10  and  11,  investigative 
hearings  on  the  part  of  a  committee,  do  not  mean  that  these  pro- 
ceedings are  either  judicial  or  invested  with  any  type  of  judicial 
trappings  or  power.  After  all,  we  have  definite  constitutional  limi- 
tations. However,  invoking  rules  10  and  11,  we  will  swear  in  the 
witnesses,  and  counsel  is  permitted  to  accompany  the  witness,  not 
to  testify,  and  such  is  the  case  where  the  counsel  is  readilv  avail- 
able to  counsel  with  his  client.  So,  Mr.  Drogoul,  if  you  will  stand 
and  raise  your  right  hgmd. 

[Witness  sworn.] 

The  Chairman.  Thank  you.  You  can,  then,  now  consider  yourself 
to  be  under  oath, 

I  also  wanted  to  thank  you  for  having  submitted  your  prepared 
testimony  in  writing.  It  is  something  that  we  deeply  appreciate 
when  we  have  hearings  of  this  kind,  and  we  ask  the  witnesses,  if 
possible,  to  prepare  their  testimony. 

So  without  any  fiirther  ado,  we  will  recognize  you,  Mr.  Drogoul, 
to  present  your  testimony. 

Now,  let  me  say  this,  that  unless  there  is  objection,  your  written 
testimony  will  appear  in  the  record  exactly  as  you  gave  it  to  us, 


and  then  for  the  purposes  of  your  verbal  or  oral  presentation,  you 
may  wish  to  summarize,  or  you  may  proceed  as  you  deem  best. 

TESTIMONY  OF  CHRISTOPHER  DROGOUL,  FORMER  MANAGER, 

BNL-ATLANTA 

Mr.  Drogoul.  Well,  first  of  all,  I  wanted  to  thank  you,  Mr. 
Chairman,  for  giving  me  the  opportunity  to  appear  today.  That  I 
think  needs  to  be  said  first  and  foremost. 

As  to  my  statement,  I  think  the  document  that  you  have  is  prac- 
tically the  document  that  I  have,  except  that  we  have  added  a  few 
more  elements  that  may  be  of  interest  to  the  committee.  What  I 
submitted  is  a  long  document,  so  if  vou  feel  it  is  not  necessary  for 
me  to  read  it  in  its  entiretv,  I  can  abbreviate  it. 

The  Chairman.  That  will  be  fine. 

Mr.  Drogoul.  All  right.  So  I  will  iust  abbreviate  it. 

My  name  is  Christopher  Drogoul,  and  I  think  before  I  start  to 
read  the  salient  points  from  my  prepared  text,  I  need  to  make  the 
following  points  which  we  can  address  later  on  in  the  statement. 

BNL-Atlanta  was  no  more,  no  less  than  a  tool  of  the  United 
States  and  the  Italian  Government  used  to  carry  out  foreign  policy 
toward  Iraq  and  other  countries. 

To  look  at  the  BNL  matter  and  to  consider  it  to  be  strictly  a 
banking  matter  is  a  big  mistake.  There  were  so  many  different  ele- 
ments involved  in  the  business  that  we  were  doing  that  one  has  to 
consider  it  to  be  a  foreign  policy  matter  and  not  a  banking  matter. 
I  think  that  addresses  to  some  extent  Mr.  Leach's  comments. 

I  would  like  to  highlight  four  items  to  support  the  position  that 
I  just  mentioned. 

Number  one,  just  prior  to  the  November  1988  Presidential  elec- 
tion, I  attended  a  dinner  held  in  Washington  DC  at  a  Lebanese  res- 
taurant, together  with  my  colleague,  Mr.  von  Wedel,  and  where 
there  were  gathered  representatives  of  both  the  Iraqi  Government 
and  the  United  States  to  discuss  taxpayer-backed  loans  to  Iraq. 

I  heard  a  USDA  official  urge  the  Iraqis  to  sign  up  for  more  CCC- 
backed  loans  prior  to  the  election,  saying  that  in  the  event  that  Mi- 
chael Dukakis  were  elected  and  Greorge  Bush  defeated,  then  the 
Democrats,  quote,  "will  cut  you  off,"  unquote.  So  the  message  to  the 
Iraqis  was  clearly,  come  to  Washington,  sign  up  for  the  program 
prior  to  the  elections  in  November  of  that  year.  That  signaled  to 
us  that  we  were  talking  about  politics  more  than  just  grain,  grain 
guarantees  that  were  being  issued. 

Number  two,  a  fairly  close  friend  of  King  Hussein  of  Jordan  who 
acted  as  a  middleman  in  all  of  the  transactions  that  we  were  in- 
volved in,  £in  individual  by  the  name  of  Mr.  Wafai  Dejani  confirmed 
to  me  that  he  had  an  ongoing  relationship  with  the  United  States 
intelligence  agencies.  I  don't  mean  to  say  that  he  worked  for  the 
CIA  or  Euiy  other  intelligence  agency,  but  I  would  choose  the  word 
"with,"  I  think  that  is  the  word  he  cnose.  He  said  I  work  with  those 
agencies  when  it  is  convenient  and  necessary  for  us  to  do  so. 

This  past  weekend  I  remembered  Alan  Friedman's  book  entitled 
'The  Spider's  Web,"  which  I  think  is  coming  out  this  week,  and  he 
details  Mr.  Dejani's  relationship  with  the  CIA,  and  apparently  the 
former  NFC  official  confirmed  the  statement  that  Mr.  Dejani  him- 
self made  to  me. 


Mr.  Dejani  confirmed  in  his — to  me  also  that  he  had  a  close  rela- 
tionship with  the  State  Department,  and,  of  course,  the  USDA  as 
well.  On  one  occasion  in  1989  following  the  search  of  BNL-Atlanta, 
I  was  present  with  Mr,  Dejani  at  his  home  in  Georgetown  and  I 
noticed  that  he  received  a  telephone  call  from  Paul  Dickerson  of 
the  USDA.  In  that  conversation,  Mr.  Dickerson  told  Mr.  Dejani 
that  the  White  House  was  only  going  to  approve  $500  million  of 
taxpayer-backed  loans  for  the  coming  year,  rather  than  the  original 
$1  billion  amount  that  was  requested. 

Mr.  Dejani  told  Mr.  Dickerson  that  the  figure  was  unacceptable 
to  the  Iraqis  and  to  provide  anything  less  than  the  $1  billi(^  would 
result  in  complete  rejection.  TTiat  to  me  signaled  that  Mr.  Dejani 
had  a  close  relationship  as  well  with  the  IJSDA,  which  I  knew  all 
along  from  previous  conversations. 

I  wiink  the  other  point  that  I  need  to  mention  is  that  I  came  to 
understand  that  Kissinger  Associates,  and  more  particularly  Henry 
Kissinger,  was  the  architect  of  the  United  States  foreign  policy  ac- 
cord to  Iraq  in  one  sense.  I  will  elaborate  on  that  point  later  on 
when  I  go  into  specific  detaiils. 

The  last  point  is  that  in  1989  when  I  was  with  the  Director  Gen- 
eral of — or  one  of  the  Directors  Greneral  of  the  Ministry  of  Industry 
in  Iraq,  I  noted  to  him  that  we  were  being — we  seemed  to  be 
trailed  and  followed  by  a  lot  of  intelligence  people.  I  quite  bluntly 
asked  him,  I  said,  well,  you  know,  it  seems  that  we  are  being  fol- 
lowed by  people,  and  it  seems  that  we  are  being  watched.  There  ap- 
pear to  be  intelligence  people  in  the  shadows. 

Previously,  when  I  dealt  with  CCC  transactions  exclusively,  I 
didn't  notice  that.  We  were  doing  business  with  the  big  grain  com- 
panies and  others,  but  I  didn't  notice  the  shadow  activity.  Once  we 
started  to  become  involved  in  the  medium-term  loans,  I  clearly 
identified  shadow  activity  and  Mr.  Ali  said  to  me  in  essence,  I  don  t 
know  what  you  are  worried  about,  we  have  been  working  with  the 
U.S.  intelligence  community,  and  specifically,  he  said,  the  CIA  for 
a  number  of  years  and  they  follow  our  activities  on  a  regular  basis. 
He  seemed  to  suggest  that  I  was  being  silly  to  even  mention  the 
matter. 

So  from  that  little  conversation,  as  well  as  with  others,  I  realized 
that  what  we  were  doing  was  somehow  being  tracked  by  the  U.S. 
intelligence  agencies. 

I  have  been  hopeful  over  the  past  4  years  that  I  might  get  an 
opportunity  to  speak  concerning  all  of  these  matters,  and  really  I 
have  not  had  the  chance  to  do  that,  and  I — although  I  had  intended 
to  do  so  at  my  trial,  I  will  do  the  best  I  can  at  this  point,  to  be 
as  forthright  and  complete  as  I  possibly  can. 

I  was  the  manager  of  the  Atlanta  agency  of  BNL  from  1984  until 
1989,  as  the  committee  probably  is  aware  by  now.  I  managed  the 
hank  in  accordance  with  my  instructions  from  my  superiors  in 
Rome.  When  criminal  charges  were  being  considered  in  connection 
with  the  activities  of  that  branch,  the  bank  took  the  position  that 
it  was  a  victim  of  the  actions  of  the  Atlanta  agency.  That  is  another 
thing  that  galled  me,  it  really,  it  struck  me. 

At  the  time  of  the  search,  I  was  in  France  on  vacation.  After 
learning  of  the  search,  I  returned  immediately  to  the  United  States 
to  deal  with  the  potential  problems  which  might  arise  from  the 


search  at  the  Atlanta  office.  Just  prior  to  my  return,  I  met  with 
representatives  of  the  Iraqi  Central  Bank  who  assured  me  that  I 
should  not  be  concerned  at  all. 

One  of  the  questions  that  was  raised  by  the  Italian  Senate  was 
why  I  went  to  visit  the  Iraqis.  Why  didn't  I  talk  to  the  Americans? 
\^y  didn't  I  speak  to  the  Italians?  Well,  it  was  clear  to  me  by  then 
that  the  Italians  and  the  Americans  knew  clearly  what  was  going 
on,  that  the  search  had  taken  place,  and  it  seemed  to  me  that  the 
only  people  who  potentially  were  not  aware  of  what  was  going  on 
were  the  Iraqis,  and  so  I  felt  as  a  courtesy  they  needed  to  be  ap- 
prised as  well.  So  that  was  the  purpose  for  that  little  trip.  And  I 
will  talk  about  this  later  on. 

But  in  the  debriefings  with  Mrs.  McKenzie  and  the  Atlanta  task 
force,  there  was  an  attempt  to  put  an  entirely  different  cast  on  that 
meeting. 

It  had  been  the  bank's  position  to  me  over  the  years  that  lending 
between  the  Atlanta  agency  and  the  bank  was  known  to  the  United 
States,  and  that  any  irregularities  would  be  resolved  with  the  pay- 
ment of  a  fine  by  the  bank.  Indeed,  I  was  assured  of  that  in  a  con- 
versation that  I  had  with  Pietro  Lombardi  in  New  York  when  I  re- 
turned first  to  New  York,  after  the  raid. 

But  in  addition,  I  was  also  assured  by  my  knowledge  that  the 
General  Director  of  the  bank.  Dr.  Pedde,  and  other  officials  of  BNL 
with  whom  I  had  had  ongoing  discussions  about  the  Iraqi  business, 
knew  of  my  activities,  discussed  my  activities,  and  would  in  no  way 
all  of  a  sudden  turn  their  backs  on  me.  But  in  fact,  that  is  what 
happened. 

After  the  search  of  the  bank  in  August,  I  became  aware  that  the 
investigation  by  the  U.S.  attorney's  office  in  Atlanta  was  focused  on 
my  staff  and  myself. 

It  has  always  been  my  view  that  the  political  power  of  the  Unit- 
ed States  and  Italy  reached  right  down  to  the  U.S.  attorney's  office 
in  Atlanta  to  ensure  that  only  those  associated  with  the  Atlanta 
agency  would  suffer  the  consequences  of  the  revelation  surrounding 
the  search  of  the  agency  in  1989. 

I  really  don't  know  whether  Mr.  Greenspan's  personal  visit  to  At- 
lanta shortlv  afl^r  the  search  or  whether  the  subsequent  direct 
contact  by  the  Bush  White  House  solely  contributed  to  the  bias  by 
the  lead  prosecutor  in  Atlanta,  but  certainly  there  was  an  impact. 

The  search  revealed  that  the  Atlanta  agency  had  been  funding 
a  number  of  countries,  not  just  Iraq,  but  the  Soviet  Union,  Iran, 
and  other  countries,  in  part  what  some  have  characterized  a  ^ay 
book,  or  unofficial  accounting.  While  some  might  view  that  activity 
as  reflecting  criminal  conduct,  I  would  have  to  say  that  it  was  not, 
and  it  was  really  something  that  you  have  to  look  at  in  the  context 
of  what  was  taking  place  m  relation  to  BNL-Rome's  directives  to 
us. 

The  need  to  hide  from  some  officials,  particularly  our  New  York 
office  and  its  general  manager,  Mr.  Sardelli,  our  activities  led  to 
this  recordkeeping  process,  which  I  will  explain,  if  you  wish,  later 
on. 

With  the  transferral  of  Mr.  Sardelli  in  the  spring  of  1989  back 
to  Rome,  and  with  the  appointment  of  Mr.  Lombardi  to  New  York, 
Mr.  Lombardi  being  one  of  the  principal  people  in  Rome  with  whom 
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I  was  having  a  dialog  about  the  Iraqi  lo£ms,  we  were  now  coming 
into  a  position  where  many  of  the  transactions  which  were  off  book 
were  now  being  placed  back  on  the  book.  I  was  getting  the  formal 
approvals  that  I  had  not  received  in  the  past  2  years  on  a  piece- 
meal basis  and  we  were  working  toward  putting  those  loans  back 
on  the  books.  That  was  done  with  Mr.  Lombardi's  recognition  and 
approval. 

The  search,  unfortunatelv,  prevented  this  from  occurring.  I  am 
aware  that  this  process  could  have  prevented  the  State  and  Federal 
banking  authorities  from  learning  the  full  nature  of  our  lending. 
However,  if  any  legitimate  audits  had  been  conducted,  the  full 
scope  of  our  lending  would  have  been  easily  uncovered,  for  we  were 
not — ^because  the  records  of  the  branch  reflected  much  of  the  activ- 
ity that  was  taking  place  regarding  Iraq  and  other  countries. 

It  was  never  my  intention,  and  I  can  also  speak  for  the  people 
in  my  branch,  it  was  never  their  intention  to  mislead  the  U.S. 
banking  authorities  from  knowing  the  extent  of  our  activities.  In- 
stead, I  acted  to  carry  out  the  objectives  of  BNL  and  what  I  under- 
stood were  the  objectives  of  the  Italian  Grovemment  with  regard  to 
Iraq.  And  I  believe  those  were  also  the  objectives  of  the  United 
States  as  a  result  of  the  interactions,  some  of  which  I  have  de- 
scribed a  few  moments  ago. 

I  have,  as  you  know,  been  confined  to  a  prison  cell  since  April 
1992,  stripped  of  my  assets  £ind  compelled  to  have  my  wife  and 
children  live  on  welfare.  And  during  that  period  of  time,  I  have  had 
a  considerable  amount  of  time  to  consider  the  events  that  took 
place  between  1984  and  1991  when  I  was  indicted  on  the  347-count 
indictment,  which  you  are  probably  familiar  with. 

It  is  my  view  that  the  local  United  States  attorney's  office  was 
overwhelmed  by  political  pressure  by  the  United  States  and  Italy, 
by  the  law  firm  of  King  and  Spalding,  and  to  a  large  degree  by  the 
lack  of  a  competent  stsSf  to  investigate  and  understand  really  what 
had  occurred.  Because  what  had  occurred  was  not  properly  a  bank 
fraud;  it  was  more  a  foreign  policy  fraud,  if  I  can  use  that  term. 

To  begin  to  understand  the  Atlanta  agency,  one  must  understand 
really  what  Banca  Nazionale  del  Lavoro  is,  understand  its  political 
relationship  to  the  Italian  Government,  and  also  one  must  under- 
stand how  Italy  conducts  itself  in  business. 

The  Italians  are  not  at  all  similar  to  Americans  when  it  comes 
to  conducting  business.  They  have  a  little  bit  of  an  Asiatic  or  an 
Oriental  view  that  perhaps  is  historical  and  cultural.  But  in  Italy, 
as  you  know,  there  was  ongoing  corruption,  and  the  official  mecha- 
nisms of  government,  including  BNL,  are  used  by  politicians  and 
political  parties  to  further  the  interests  of  those  parties  and  the  in- 
dividuals in  Italy.  That  has  been  demonstrated  in  the  past  IVa 
years  by  the  Clean  Hands  scandal  that  has  been  evolving  in  Italy. 

Whetner  or  not  the  activities  of  BNL-Atlanta  enriched  any  of  the 
Italian  political  groups,  I  really  don't  know.  I  cannot  say.  But  I  was 
aware  of  a  certain  give  and  take  between  the  political  parties  as 
it  related  to  our  Iraqi  activities.  I  think  that  is  something  that 
should  be  explored  further.  But  it  is  a  very  sensitive  issue,  espe- 
cially in  Italy,  as  you  can  well  imagine. 

I  really  don't  want  to  talk  too  much  more  about  Italy,  but  if  you 
have  any  more  questions  regarding  how  matters  developed  with  re- 


gard  to,  or  if  you  have  any  more  questions  regarding  the  Italian's 
involvement,  political  involvement  in  the  BNL  affair,  I  would  be 
happy  to  try  to  answer  them. 

I  do  want  to  say  that  I  am  disappointed,  but  not  surprised,  it  is 
understandable  tnat  Dr.  Pedde  and  the  other  senior  officials  at 
BNL  who  encouraged  and  endorsed  the  actions  of  the  Atlanta  agen- 
cy have  t^en  the  position  that  they  knew  nothing  that  we  were 
doing.  I  am  not  so  unsophisticated  to  realize  that  this  international 
drama  that  occurred  involved  small,  insimiificant  players  in  At- 
lanta, and  it  seemed  that  they  were  sacrificed  in  the  interests  of 
major  government  policy.  I  was  aware  at  the  time  that  the  policy 
of  BNL  was  to  further  the  foreign  policy  concerns  of  both  the  Unit- 
ed States  and  Italy. 

I  am  sure  also  that  the  committee  is  aware,  following  my  coun- 
sel's subpoena  to  former  President  Bush  and  other  officials  of  his 
administration,  that  the  government  approached  us  about  a  plea  to 
end  this  matter.  Recognizing  that  my  trial  would  be  postponed 
until  at  least  mid- 1994,  I  foresaw  myself  again  sitting  in  jail  wait- 
ing interminably  for  this  to  end.  And  so  really,  at  the  pleading  of 
my  wife  £ind  in  consideration  of  everything,  the  plea  agreement 
that  I  agreed  to  accept  was  entered  into  really  to  spare  my  family 
any  more  grief. 

If  you  wish,  I  will  try  to  answer  the  questions  that  you  posed  to 
me  a  few  weeks  ago,  and  I  will  make  these  brief,  because  you  prob- 
ably have  some  questions  yourself. 

You  asked  me  what  my  duties  were  at  BNL.  I  can  very  easily  tell 
you  what  my  duties  were,  but  I  think  it  is  important  for  you  to  un- 
derstand the  background  of  the  people  who  were  working  at  BNL 
in  Atlanta. 

Were  they  really  bankers?  Were  they  really  international  bank- 
ers? Did  they  really  have  the  exposure  and  the  sophistication  to  do 
the  type  of  business  that  they  were  engaged  in? 

I  was  hired  in  1981  as  an  assistant  vice  president,  and  almost 
junior  lending  officer  at  BNL.  And  within  2  years  I  found  myself 
as  a  first  vice  president  and  manager.  I  was  flattered,  no  doubt 
about  it,  but  in  hindsight,  I  didn't  have  the  administrative  experi- 
ence, the  managerial  experience  or  even  the  lending  experience  to 
do  the  task  that  was  properly  requested  of  me. 

I  would  choose  to  say  also  that  the  people  in  my  office  had  cre- 
dentials, but  they  were  not  the — the  credentials  that  they  had  were 
not  suited  to  the  positions  which  they  filled.  So  really,  the  office 
was  not  comprised  of  a  bunch  of  sophisticated  professionals;  it  was 
comprised  of  a  group  of  people  who  were  well  intended,  but  did  not 
have  a  lot  of  experience. 

When  the  branch  started  to  fall  into  international  lending,  we 
really  were  out  of  our  league,  with  exception  perhaps  of  Mr.  von 
Wedel,  who  had  spent  20  years  technically  handling  letters  of  cred- 
it, but  not  engaged  in  international  lending. 

I  have  many  times  asked  myself  why  someone  with  little  lending 
experience  and  no  managerial  experience  was  appointed  to  the  po- 
sition of  manager  at  BNL-Atlanta.  And  I  can  only  suggest  that  at 
the  time  I  was  the  only  one  who  was  perhaps  remotely  presentable 
for  the  job,  since  the  competent  Italians  shied  away  from  taking 
the  Atlanta  stewardship  and  there  were  no  Americans  in  the  orga- 
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nization  who  were  available  to  be  appointed  at  the  time.  So  I  would 
have  to  say  that  I  received  the  position  by  default. 

Officially,  the  duties  of  a  branch  manager  are  administrative,  to 
ensure  the  smooth  functioning  and  appropriate  development  of  the 
branch's  activities  in  its  designated  nine-State  business  develop- 
ment territory  which  we  had. 

However,  since  the  branch  was  constituted  with  a  very  small 
capital  base  of  only  $2  million,  sufficient  personnel  to  properly  op- 
erate the  branch  were  not  hired.  So  employees  filled  multiple  posi- 
tions. The  manager  was  also  a  business  development  officer,  a  busi- 
ness development  officer  was  also  the  credit  manager,  the  support 
trader  was  also  a  business  development  officer,  a  letter  of  credit  ad- 
ministrator was  a  business  development  officer.  The  operations  offi- 
cer was  the  controller,  and  so  on  and  so  forth. 

In  reality,  BNL-Atlanta  was  never  truly  conceived  of  to  be  a 
branch.  I  think  it  was  designed  instead  to  be  a  quasi-autonomous 
business  development  office,  operating  under  New  York's  umbrella. 
Whereas  every  other  branch  in  the  United  States  operated  within 
its  established  geographic  territory,  BNL-Atlanta  historically  oper- 
ated throughout  the  United  States,  and  eventually  throughout  the 
world. 

While  every  branch,  for  example,  Los  Angeles,  Miami,  Chicago, 
had  a  designated  territory  inside  the  United  States,  we  found  our- 
selves traveling  all  over  the  United  States  to  do  business  and  then 
to  Geneva,  to  Budapest,  to  Belgrade,  to  different  parts  of  Iraq,  to 
Oman,  to  Turkey,  which  was  very  unusual. 

I  would  say  also  that  it  was  common  knowledge  throughout  the 
BNL  system  in  Italy  and  throurfiout  the  world  that  BNL-Atlanta 
officials  traveled  in  other  branches'  territories,  developed  business 
in  those  geographic  zones  for  the  benefit  of  BNL-Atlanta,  as  well 
as  the  local  branch  and  for  the  head  office. 

Thus,  when  BNL-Atlanta  traveled  to  Geneva  to  develop  commod- 
ity business  with  the  international  grain  traders  based  there,  it 
was  common  for  BNL-Atlanta  officers  to  find  a  way  to  develop  busi- 
ness for  the  Geneva  branch  as  well. 

Since  most  of  the  Atlanta  branch's  business  involved  head  office 
banking  relationships  with  the  central  banks  and  the  principal 
commercial  banking  institutions  in  Eastern  Europe,  the  Middle 
East,  and  North  Africa,  it  was  common  for  Atlanta  officers  to  use 
meetings  with  those  institutions  as  forums  to  develop  opportunities 
for  the  correspondent  banking  division  at  the  head  office,  which 
means,  of  course,  that  the  head  office  was  fully  aware  of  our  activi- 
ties. 

Ted  Monaco's  statement  to  the  effect  that  he  was  not  alarmed  at 
seeing  me  in  Baghdad  is  in  a  sense  very  true.  Ted  Monaco  was  in 
charge  of  the  bank's  correspondent  banking  division  in  the  Middle 
East.  He  and  I  happened  to  bump  into  each  other  in  Baghdad  and 
he  testified  before  the  Italian  Senate  committee  that  it  was  not  un- 
usual to  find  me  roaming  the  globe.  That  was  just  an  example  of 
how  Atlanta  had — I  don't  want  to  use  the  words  "formal  authority," 
but  had  the  opportunity  to  travel  and  we  were  not  stopped  at  all. 

To  summarize  my  activities,  and  the  activities  of  the  branch, 
therefore,  I  would  say  that  officially  I  was  the  senior  administrator 
of  the  Atlanta  office,  but  in  reahty  I  was  a  senior  business  develop- 


ment  officer  of  the  bank  based  in  Atlanta  responsible  for  develop- 
ment of  the  bank's  multinational  business. 

Atlanta,  in  a  sense,  was  irrelevant  to  our  activities.  Indeed,  my 
general  manager.  Dr.  Pedde,  repeatedly  emphasized  to  me  the  need 
to  develop  strong  ties  to  European  and  U.S.  multinational  corpora- 
tions for  the  bank.  He  talked  about  U.S.  companies  throughout  the 
United  States  and  European  companies  inside  the  European  Com- 
munity. 

If  I  am  not  mistaken.  Dr.  Pedde  eventually  issued  a  dictum  stat- 
ing that  the  officers  responsible  for  the  development  of  assigned 
business  should  travel  to  develop  such  business,  wherever  that 
business  was  located,  rather  than  the  head  office  officials.  So  in  a 
sense,  he  was  giving  authority  to  officials  like  myself  developing 
business  to  go  anywhere  we  felt  necessary  to  develop  the  business 
that  the  bank  needed. 

The  second  question  that  you  had  was  related  to  how  I  would  de- 
scribe the  performance  and  the  quality  of  the  various  examiners  as- 
signed to  audit  the  bank.  Here,  really,  I  tried  to  be  objective,  but 
I  have  thought  about  your  question  and  I  think  there  are  many  dif- 
ferent ways  to  answer  it.  I  think  it  is  inaccurate  to  consider  the  vis- 
its— and  I  choose  the  word  'Visits"— by  the  Federal  Reserve  Bank, 
the  State  banking  department  and  Pete  Marwick  to  be  auditors  of 
the  branch's  records,  for  they  were  not. 

This  statement  is  not  intended  to  insult  any  supervisory  agency. 
It  really  isn't.  Simply  stated,  the  established  parameters  of  those 
entities'  audits  did  not  call  for  a  comprehensive  audit.  The  task  of 
the  Fed  was  simply  to  confirm  that  the  State  of  Georgia  audit  re- 
vealed no  major  problems.  And  thus,  their  audit  of  BNL  usually 
consisted  of  a  1-  or  2-day  review  of  the  State  of  Georgia's  prelimi- 
nary results,  followed  by  a  cup  of  espresso  in  the  manager's  office. 

We  had  a  nice  little  conversation  and  after  15  or  20  minutes, 
they  went  back  to  the  Federal  Reserve  Bank  building.  The  State 
of  Georgia's  examiners  developed  credit  folders  in  lending  to  a  par- 
ticular company,  a  financial  institution  or  a  country,  without  any 
thorough  confirmation  of  the  details  reported  on  the  branch 
records. 

The  role  of  the  State  examination  was  not  designed  to  verify  the 
branch's  records;  that  responsibility  apparently  rested  on  the  shoul- 
ders of  the  bank's  internal  team  of  inspectors. 

The  Pete  Marwick  examination  was  nothing  more  than  an  exer- 
cise to  place  an  independent  auditor's  imprimatur  on  the  branch's 
yearend  results,  and  Pete  Marwick's  audit  consisted  of  a  verifica- 
tion of  the  assets  on  liabilities  recorded  on  the  branch's  books  at 
the  close  of  the  financial  year,  without  any  examination  of  the  un- 
derlying records. 

So  in  the  case  of  the  Pete  Marwick  examinations,  by  the  3rd  or 
the  4th  year  of  such  a  review,  the  procedure  became  so  banal  that 
neither  Pete  Marwick  nor  BNL-Atlanta  considered  the  audit  to  be 
anything  more  than  an  exercise  in  protocol. 

The  audit  performed  by  BNL's  internal  auditors  was  comprehen- 
sive £ind  thorough.  I  believe  it  was  the  Italian  Senate  that  used  the 
word  "tamed,"  and  I  would  have  to  concur.  Had  that  audit  not  been 
tamed,  all  the  branches'  activities  would  have  been  revealed. 
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I  mean,  I  really  have  to  look  back  now  and  I  almost  laugh,  and 
I  don't  mean  to  be — I  don't  mean  to  laugh.  But  they  dug  and  they 
dug  and  they  dug,  but  they  didn't  look  at  any  of  the  documents, 
any  of  the  documents,  that  would  have  shown  any  of  the  branch's 
Iraqi  activity. 

Had  they  looked  at  the  Morgan  Guaranty  statements,  had  they 
looked  at  the  Rafidain  Bsmk  statements,  had  they  looked  at  the 
Central  Bank  of  Iraq's  records,  they  would  have  seen  the  extent  of 
the  activity  taking  place  at  BNL-Atlanta.  But  for  reasons  that  I 
really  could  not  explain,  during  the  first  audit,  they  didn't  do  that. 
By  the  time  the  second  audit  took  place,  I  realized  that  they — ^well, 
I  concluded  that  they  were  not  to  look  at  those  things. 

So  I  consider  the  internal  auditor's  omissions  to  be  an  intentional 
oversight.  But  by  1989,  I  assumed  that  BNL's  own  internal  audit 
team  would  not  uncover  any  wholesale — ^there  would  be  no  whole- 
sale unearthing  of  the  relationships  between  Atlanta  and  Iraq. 

Having  made  this  statement  and  seeming  to  perhaps  disparage 
the  auditors  in  Atlanta,  though,  I  reflect  upon  manv  conversations 
that  I  had  with  bankers  from  New  York,  my  colleagues  in  the 
banking  community  in  New  York,  and  I  remember  many  conversa- 
tions where  they  constantly  spoke  to  me  about  the  New  York  au- 
dits that  they  had  to  endure.  For  they  were  subjected  to  numerous 
State  and  Federal  agency  audits.  All  of  these  bankers  discussed  the 
thoroughness  of  the  New  York  audits,  so  perhaps  the  Atlanta  audi- 
tors simply  viewed  their  responsibilities  differently  than  those  of 
the  New  York  auditing  teams. 

Personallv,  I  don't  believe  that  the  activities  of  the  Atlanta  office 
could  ever  have  developed  in  New  York,  because  in  New  York  our 
activities  would  have  been  exposed  instantly  by  the  Fed,  by  the 
State,  probably  by  our  own  bank's  internal  auditors. 

Your  next  question  really  related  to  the  extent  of  knowledge  that 
BNL-Rome  officials  and  BNL-New  York  officials  had  regarding  our 
CCC  and  medium-term  lending  credits  to  Iraq. 

I  think  it  is  important  to  understand  that  in  most  instances,  ap- 
provals to  extend  credit  or  to  engage  in  a  transaction  came  in 
verbal  form  from  BNL's  regional  management  in  the  form  of  a  tele- 
phone call,  and  sometimes  directly  by  a  telephone  call  from  Rome. 

The  bank  is  structured  in  such  a  manner  that  it  is  really  impos- 
sible to  put  all  the  paperwork  through  and  obtain  a  timely  re- 
sponse for  a  customer.  Traditionally,  what  we  would  do  if  we  had 
an  opportunity  to  lend  to  a  customer  that  we  felt  was  creditworthy 
and  worthwhile,  we  would  telephone  or  communicate  by  Telex,  usu- 
ally by  telephone,  our  regional  office  in  New  York  or  directly  our 
people  in  Rome,  and  lay  out  the  transaction  to  them  and  wait  24 
hours  for  a  reply. 

I  think  what  I  would  like  to  do  is  illustrate  only  one  example, 
though,  and  this  is  the  one  that  relates  to  our  initial  Iraqi  trans- 
actions with  the  CCC.  As  is  well  documented,  we  received  our  first 
formal  approval  for  $100  million  from  Rome,  and  we  were  per- 
mitted to  engage  in  lending  to  Iraq  under  the  CCC  Program. 

The  second  year  when  I  was  in  New  York  in  a  conversation  with 
Dr.  Florio  at  a  dinner  that  we  were  both  attending,  we  were  dis- 
cussing the  impact  upon  the  branch  that  the  CCC  Program  had  the 
previous  year.  In  particular,  we  were  discussing  the  prior  year  ease 
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approvals  for  the  extension  of  Mexico  for  the  CCC  and  Iraq,  and 
I  had  indicated  that  given  the  low,  low  risk  associated  with  these 
transactions,  we  at  BNL-Atlanta  wished  to  continue  that  same 
lending  to  those  countries  as  well  as  to  others. 

I  had  mentioned  to  Dr.  Florio  that  the  CCC  had  recently  ac- 
corded significant  guarantees  to  Mexico  and  to  Iraq  for  the  United 
States  Governments  new  fiscal  year,  and  on  this  occasion  I  specifi- 
cally sought  his  verbal  approbation  to  lend  anew  to  those  countries. 
His  reply,  which  I  remember  quite  distinctly,  is  that  although  he 
too  saw  little  risk  in  lending  under  CCC,  the  International  Division 
of  BNL,  and  he  especially,  were  under  pressure  from  political 
forces,  at  that  time  unknown  to  me,  and  that  those  forces  would 
use  any  increased  lending  activities  to  Mexico  as  a  weapon  against 
the  International  Division,  and  against  him  in  particular,  since  the 
New  York  branch  had  in  years  past  lent  substantially  to  the  Mexi- 
can public  and  private  economic  sectors. 

On  the  subject  of  Iraq,  Mr.  Florio  made  no  particular  objections 
to  fdrther  lending  commitments  to  Iraq  under  the  CCC  Program 
and  inquired  about  my  specific  intents.  Duly  noting  that  BNL-At- 
lanta had  not  been  successful  in  obtaining  fiill  utilization  of  our  fa- 
cility in  favor  of  Rafidain  Bank,  and  that  we  needed  to  offer  a  con- 
siderably larger  facility  than  that  of  the  previous  year  in  order  not 
to  be  squeezed  out  by  the  banks  involved  the  prior  year. 

To  sum  it  up,  I  don't  want  to  go  on  and  on,  but  to  sum  it  up. 
Dr.  Florio,  in  essence,  told  me  to  go  ahead  and  to  follow  up  later 
on  with  a  formal  request  to  make  the  line  available  to  us. 

It  took  us  about  4  months  to  finally  do  that.  And  by  the  time  we 
had  done  that,  Rome  had  changed  its  mind  with  regard  to  Iraq  in 
general.  And  even  though  he  knew  I  had  made  the  commitment, 
because  my  assistant,  Mr,  Galiano,  in  my  office  was  having  a  dia- 
log with  his  counterparts  in  Rome  about  the  proposal  itself.  Dr. 
Florio  told  us  that  we  couldn't  any  longer  lend  to  Iraq.  But  we  had 
already  made  the  commitment.  And  so  we  continued  to  lend. 

Because  when  you  have  a  relationship  with  a  government,  you 
just  can't  all  of  a  sudden  pack  your  bag  and  walk  away,  especially 
if  we  represented  the  Italian  Grovernment,  which  I  felt  that  we  did. 

I  would  say  that  in  hindsight  I  should  have  called  Dr.  Florio  di- 
rectly and  confi*onted  him  with  the  situation,  but  as  in  the  past, 
I  assumed  that  the  delay  that  Rome  was  referring  to  would  be  tem- 
porary since  Rome  had  always  in  the  past  delivered  upon  our  re- 
quests, although  many  times  6,  8,  10  months  later. 

By  the  time  I  ^ot  to  talk  to  Mr.  Florio  later  on  about  the  entire 
matter,  Mr.  Florio's  position  was  on  the  line.  His  entire  division 
was  just  about  to  be  disbanded.  And  when  I  did  approach  him  fi- 
nally, he  told  me  that  the  matter  of  Iraq  was  insignificant  in  com- 
parison to  the  fate  that  was  awaiting  the  International  Division  in 
several  months.  Indeed,  several  months  later,  with  the  new  admin- 
istration that  came  in  as  a  result  of  a  change  in  government  in 
Italy,  Mr.  Florio  was  gone,  the  International  Division  was  gone,  the 
building  that  the  International  Division  was  formerly  housed  in 
was  up  for  sale,  and  there  was  a  complete  structural  change  in  the 
bank. 

We  were  completely  perplexed  at  that  point,  and  didn't  know 
what  to  do,  but  we  do  know  that  we  had  a  relationship  with  the 
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Government  of  Iraq,  we  had  a  relationship  with  the  USDA,  and  we 
continued  to  lend.  We  did  not,  however,  hide  the  loans  at  that 
point.  We  iust  continued  to  continue  lending  and  reflected  the  loans 
on  the  booKS  well  in  excess  of  the  established  credit  line. 

In  addition,  once  the  change  in  Rome  had  taken  place,  there  was 
a  change  really  throughout  the  North  American  area  as  well.  My 
previous  general  manager,  Mr.  Guadagnini  was  asked  to  leave,  and 
Mr,  Sardelli  was  appointed  as  his  successor. 

Once  Mr.  Sardelli  was  installed  as  the  new  North  American 
manager,  it  was  unclear  to  me,  as  well  as  to  all  the  branch  man- 
agers in  the  United  States,  whose  political  interests  Sardelli  rep- 
resented, £md  because  he  was  critical  in  the  extreme  of  Mr. 
Guadagnini's  prior  management  team,  its  lending  activities,  and  its 
administrative  practices,  as  well  as  its  objectives.  In  concert  with 
Dr.  Pedde,  he  seemed  delighted  in  criticizing  the  network  in  North 
America.  So  frankly  we  held  back  a  little  bit  in  Atlanta.  We  didn't 
know  how  to  deal  with  the  situation. 

After  a  period  of  months,  however,  we  made  a  strategic  alliance 
with  Dr.  Pedde,  who  informed  us  that  we  should  deal  directly  with 
Rome  and  not  with  the  regional  management  in  New  York,  except 
for  administrative  matters.  And  so  from  that  point  on,  our  relation- 
ship switched  from  being  a  relationship  of  a  small  branch  to  a  larg- 
er branch  in  New  York  to  being  a  branch  that  reported  to  Rome. 
So  our  dialog  at  that  point  became  one  with  Rome. 

Throughout  the  course  of  the  following  2  or  3  years,  our  activities 
with  regard  to  Iraq,  with  regard  to  the  loans  that  we  were  engaged 
in,  were  well-known  to  people  in  Rome.  I  will  discuss  the  names 
of  the  people  and  the  way  in  which  they  knew  later  on  when  you 
ask  me  questions. 

I  am  going  to  try  to  shorten  this  a  little  bit  for  you,  Mr.  Chair- 
man, because  I  know  you  have  other  obligations. 

The  next  question  you  had  asked  whether  or  not  we  had  any  rea- 
son to  believe  that  any  part  of  the  United  States,  Italian,  or  U.K. 
(Governments  were  aware  of  the  CCC  or  MTL  loans  to  Iraq  prior 
to  the  BNL  raid  on  August  4,  1989. 

I  think  I  addressed  that  in  my  opening  comments,  but  there  are 
a  few  points  I  would  like  to  address.  Number  one  relates  to  the  ac- 
tivities of  Matrix-Churchill,  which  was  an  Iraqi  company  purchas- 
ing technology  for  the  Government  of  Iraq  and  the  activities  of  its 
president,  Paul  Henderson.  Paul  Henderson,  as  you  know,  was  the 
president  of  Matrix-Churchill;  he  is  an  Englishman,  and  as  you 
also  know,  he  was  or  is  linked  to  MIS  and  MI6,  the  British  intel- 
ligence services. 

On  visits  that  I  had,  and  I  don't  want  to  use  Mr.  Henderson's 
name  here  because  I  did  not  have  conversations  with  him  about 
this,  but  on  visits  to  London  that  I  had  with  Mr.  Habobi  who  ran 
TDG  and  Matrix-Churchill,  it  was  made  plainly  apparent  to  me 
that  the  United  States  intelligence  services,  the  English  intel- 
ligence services,  and  he  mentioned — ^he  didn't  mention  the  Italian 
intelligence  services,  he  just  mentioned  the  Italian  Government — 
were  aware  of  the  activities  in  which  we  were  all  engaged.  I  can 
answer  more  questions,  but  I  thought  I  would  say  that  briefly. 

As  far  as  the  United  States,  I  think  I  also  touched  upon  that.  All 
our  loans — all  of  the  loans  that  we  had  regarding  the  CCC  were  re- 
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corded  by  the  USDA.  On  many  occasions  when  we  were  at  delega- 
tion meetings  in  Washington  at  which  the  Iraqis  were  present, 
there  were  always  people  from  the  Commerce  Department  partici- 
pating in  those  negotiations. 

In  addition,  as  I  mentioned  before,  Mr.  Wgifai  Dejani  was  clearly 
aware  and  close  to  people  at  Commerce,  State,  and  Agriculture, 
and  he  made  me  aware  that  the  State  Department  and  Commerce 
and  Agriculture  were  knowledgeable  about  our  activities. 

As  a  followup  later  on,  you  may  wish  to  ask  me  questions  about 
Mr.  Toler,  Mr.  Chandler,  and  others  who  became  involved,  who  are 
people  who  represented  themselves  to  be  with  the  U.S.  intelligence 
services,  and  who  were  part  of  what  I  will  call  that  shadow  group 
that  came  in  to  BNL  once  we  engaged  in  medium-term  lending  ac- 
tivity, not  the  CCC  activity. 

I  think  another  important  thing  to  mention  is  that  every  time 
that  I  traveled  to  Baghdad,  I  received  telephone  calls  from  Mr. 
Larry  Panasuk's  secretary,  who  was  the  United  States  agricultural 
attache  to  the  United  States  Embassy  in  Iraq.  For  some  reason,  al- 
though I  had  never  contacted  him,  he  was  very  familiar  when  I 
made  trips  to  Baghdad  and  I  never  told  the  USDA  that  I  was  mak- 
ing those  trips;  I  just  made  my  trips.  He  knew  in  advance  that  I 
was  there  and  he  tried  to  contact  me  on  many,  many  occasions. 
Somehow  he  knew. 

I  have  no  evidence  that  either  Ambassadors  Newton  or  Glaspie 
knew  of  the  purpose  of  my  trips  to  Baghdad,  but  I  was  introduced 
to  both  while  I  was  in  Baghdad,  once  at  a  luncheon  hosted  by  the 
Canadian  Government  and  another  at  a  reception  in  1989  where 
I  was  introduced  very  brieflv  to  Ms.  Glaspie. 

I  think  when  you  put  all  of  these  factors  together  and  you  put 
the  names  of  all  of  the  people  together  who  were  involved  with  the 
United  States  Grovemment,  and  when  you  consider  the  fact  that 
there  was  so  much  telex  traffic,  so  much  telephone  traffic  between 
Iraq  and  the  United  States,  it  becomes  clear,  certainly  we  felt  in 
Atlanta  that  the  United  States  knew  everything  that  we  were  in- 
volved in. 

I  also  believe  that  the  foreign  policy  of  the  Reagan  and  Bush  ad- 
ministrations' favored  Iraq,  and  that  the  CCC  Program  was  a  vehi- 
cle used  to  further  that  policy.  This  was  understood  to  me  and 
made  clear  to  me  in  a  comment  by  the  USDA  official  who  told  the 
Iraqis  just  before  the  1988  Presidential  election  that  the  Iraqis 
needed  to  come  to  Washington  to  finalize  their  allocations  prior  to 
the  elections. 

It  is  also  my  belief  that  many  of  the  companies  doing  business 
with  Iraq  under  the  medium-term  or  Industrial  Loan  Program  had 
relationships  with  the  intelligence  services.  Among  these  compa- 
nies were  Lummus  Crest.  An  individual  there  related  to  me  that 
he  had  relationships  with  the  intelligence  services,  Hewlett  Pack- 
ard, Bechtel. 

I  am  aware  that  £in  individual  by  the  name  of  WilUam 
Muscarella  was  visited  by  the  CIA  in  connection  with  his  activities 
to  build  a  carbide  plant  in  Iraq. 

So  when  one  puts  all  those  factors  together,  we  felt,  I  will  use 
the  word  "comfortable,"  that  the  U.S.  Government  was  aware  of 
our  activities  from  the  beginning. 
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Your  next  question  asked  whether  or  not  we  had  any  reason  to 
believe  that  the  commodities  purchased  by  Iraq  with  CCC-guaran- 
teed  loans  were  delivered  for  military  goods. 

To  be  honest  with  you,  at  the  time  I  really  didn't  think  about  it. 
I  mean,  I  thought  that  the  CCC  Program  was  a  CCC  Program  and 
that  we  were  shipping  commodities,  especially  when  you  consider 
that  we  were  shipping  grsdn  not  just  to  Iraq,  but  to  various  dif- 
ferent parts  of  the  world  under  the  CCC  Program,  whether  it  was 
Yugoslavia  or  Turkey  or  Algeria. 

But  I  have  had  occasion — ^first  I  will  say  it  is  not  inconceivable, 
given  the  way  the  goods  were  shipped  ana  then  transshipped,  that 
such  a  practice  could  have  taken  place.  But  recently  I  have  learned 
that  a  BNL  executive  in  Italy  acknowledged  that  such  activities 
were  taking  place.  More  than  that,  though,  I  really  cannot  com- 
ment. 

I  think  it  is  important  also — my  counsel  has  just  mentioned  to 
me — I  found  it  peculiar,  it  was  not  peculiar  to  find  a  company  like 
Cargil  or  Continental  Grain  or  Louis  Dreyfus  doing  business  under 
the  CCC  Program.  But  as  the  years  progressed  in  Iraq,  we  found 
all  sorts  of  little  companies  that  we  knew  nothing  about,  but  once 
we  explored  them,  found  that  they  had  industrial  business  and  no 
agricultural  business,  and  all  of  £  sudden  now  they  were  involved 
in  the  CCC  Program  to  Iraq.  We  did  find  that  funny.  That  is  very 
true.  And  I  think  that  that  is  something  that  needs  to  be  looked 
at.  And  if  there  is  any  place  to  find  anything,  that  is  probably 
where  you  will  find  it. 

Your  next  question  related  to  any  knowledge  that  we  may  have 
had  about  BNL's  relationship  with  Kissinger  and  Associates.  You 
asked  also  whether  or  not  we  had  any  direct  contact  with  Kissinger 
and  Associates,  or  whether  anyone  else  at  BNL  ever  discussed  the 
CCC  loans  or  MTL  loans  regarding  Iraq  with  Mr.  Kissinger. 

Again,  I  would  have  to  say  that  my  awareness  of  what  Kissinger 
and  Associates  knew  was  developed  probably  after  1986.  I  was 
made  aware  on  a  trip  to  Italy  where  I  attended  a  business  develop- 
ment meeting  for  the  international  managers  that  Mr.  Kissinger 
was  a  member  of  the  bank's  advisory  board.  At  that  time,  I  think 
shortly  after  he  was  appointed,  he  gave  a  nice  little  speech  to  the 
assembled  crowd  in  Venice,  and  that  was  the  first  little  trigger  that 
went  off  in  my  head. 

Following  that,  as  we  became  involved  in  the  medium-term  lend- 
ing, it  became  clear  to  us  that  the  people  at  Kissinger  and  Associ- 
ates were  somehow  assisting  clients  of  Iraq  in  further  developing 
business. 

On  one  occasion,  in  fact,  I  remember  that  a  member  of  Kissinger 
and  Associates  went  to  Iraq,  if  I  am  not  mistaken  with  a  member 
of  the  Iraqi-American  Business  Forum  to  discuss  business  relation- 
ships and  the  furtherance  of  business  ties  between  the  two  coun- 
tries. 

So  by  the  time  we  moved  into  the  1988  period  or  early  1989  pe- 
riod, it  was  fairly  clear  to  me  that  Kissinger  and  Associates'  people 
were  involved  in  some  way  in  trying  to  enhance  and  develop  a  rela- 
tionship between  Iraq  and  the  United  States.  I  really  shouldn't  go 
farther  than  that,  because  the  rest  is  probably  speculation. 
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The  other  wav  in  which  we  were  familiar  with  Kissinger  and  As- 
sociates was  through  an  individual  by  the  name  of  Lawrence 
Eagleburger,  a  name  that  I  think  is  familiar  to  vou.  We  in  Atlanta 
developed  a  relationship  with  a  Yugoslav  bank  by  the  name  of 
Yugoslaska  Banca,  which  eventually  opened  a  branch  or  a  subsidi- 
ary, I  should  say,  in  New  York.  I  was  familiar  with  Mr. 
Eagleburger's  name,  of  course,  through  his  prior  activities  when  he 
was  in  the  State  Department  as  Ambassador  to  Yugoslavia.  But 
when  I  spoke  to  the  people  at  Yugoslaska  Banca  in  Ubana  and  in 
New  York,  they  were  very  clear  about  the  role  that  Mr. 
Eagleburger  played  in  helping  them  establish  their  subsidiary  bank 
in  New  York. 

I  don't  want  to  suggest  from  that  that  there  was  anything  wrong 
with  that.  I  am  just  trying  to  tell  you  that  that  was  something  that 
was  made  very  clear  to  us. 

I  think  the  other  thing  that  I  should  mention  is  that  again,  in 
a  conversation  that  I  had  with  Mr.  Dejani,  who  was  a  person  who 
knew  the  circles  of  Washin^n,  he  noted  to  me  in  1989  when  I 
highlighted  the  point  that  Kissinger  and  Associates'  people  seemed 
to  be  in  every — not  in  every,  but  in  many  of  the  transactions  in- 
volved in  medium-term  loans,  that  Kissinger,  of  course,  he  said,  is 
the  architect  of  foreign  policy  in  the  United  States.  You  know  that. 
That  was  his  statement  to  me. 

So  again,  when  you  put  all  of  those  facts  together,  one  can  real- 
ize that  the  Kissinger  group  had  a  certain  influence  on  what  was 
taking  place. 

Your  next  question  relates  to  the  Justice  Department's  handling 
of  the  BNL  investigation,  why  I  withdrew  my  original  plea  agree- 
ment and  whether  I  have  any  comments  on  Judge  Lacey's  BNL 
report. 

Well,  I  could  go  on  on  that  subject  for  a  long  time.  But  I  think 
the  first  thing  I  need  to  say  is  that  when  I  returned  to  the  United 
States  in  1989,  I  really  was  prepared  to  discuss  openly  with  the 
task  force  the  matters  involving  Iraq  and  BNL,  but  was  not  really 
able  to.  And  I  would  say  in  fairness  to  them,  they  did  not  want  to 
talk  about  the  issues  at  that  time,  because  they  didn't  know 
enough  about  what  they  were  investigating. 

But  by  the  time  we  moved  from  the  initial  stages  of  the  selirch 
in  August  to  maybe  November  or  December  of  that  year,  it  was 
clear  that  they  had  taken  a  position.  I  never  reallv  imderstood — 
to  this  very  day  I  don't  understand  why  they  failed  to  look  at  the 
bank  and  failed  to — and  sought  to  focus  exclusively  on  BNL-At- 
lanta  employees  as  the  people  who  had  conceived  of  the  problem, 
initiated  the  problem,  and  orchestrated  the  problem  in  Atlanta. 
They  really  had,  but  to  look  a  little  bit  further  at  the  documenta- 
tion between  BNL-Atlanta  and  BNL-Rome  to  see  the  pulse  of  what 
was  talking  place,  and  they  never  did  that.  They  never  really  went 
to  interview  the  people,  not  that  I  expected  the  people  in  Rome  to 
be  as  forthcoming  as  I  would  have  liked,  but  they  could  have  gotten 
a  better  sense  of  what  was  taking  place  had  they  done  that.  So  in 
that  regard  I  was  really  very  disappointed  about  the  way  the  thing 
had  developed. 

In  1992,  I  attempted  to  cooperate  with  the  U.S.  attorney's  office 
after  pleading  guilty.  And  this  is  a  question  that  you  specifically 
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asked  me  and  you  asked  me  why  I  pled  guilty  if  indeed  I  was  not 
guilty. 

The  explanation  is  really  quite  simple.  Once  again,  I  had  been 
jailed  with  no  hope  of  bail,  and  I  had  been  relegated  to  a  Federal 
defender  to  represent  me  in  a  very  complicated  case.  I  had  no  as- 
sets, I  owed  mv  previous  attorneys  several  hundred  thousands  of 
dollars.  My  Federal  defender  was  a  very  nice  person,  competent  in 
her  own  right  in  many  areas,  but  after  1  year  she  had  a  hard  time 
understanding  what  an  international  letter  of  credit  was. 

Faced  with  the  view  that  my  defense  team  would  really  not  be 
able  to  understand  at  all  what  it  was  that  we  were  involved  in,  and 
given  the  proposal  by  the  U.S.  attorney's  office  to  plead  guilty  and 
cooperate,  in  an  offer  to  receive  a  reduced  sentence,  I  went  down 
that  road  initially.  It  was  my  intention  really  to  cooperate  and  ex- 
plain some  of  the  things  that  I  have  explained  here  today  to  you. 

Unfortunately,  by  the  time  1992  rolled  around,  the  task  force  at 
the  U.S.  attorney's  office  in  Atlanta  had  formulated  a  view,  cast  in 
stone,  and  would  not  consider  any  changes  to  that  view.  Moreover, 
when  I  was  attempting  to  cooperate,  they  asked  me  to  tell  them 
things  that  they  knew,  I  believe,  and  that  I  knew  were  not  correct. 
And  for  4  months  or  5  months  we  went  down  the  road  where  I  was 
sajdng,  But  that  is  not  correct;  you  have  to  look  here,  you  have  to 
look  there.  And  their  reply  would  be.  Oh,  no,  no,  Mr.  Drogoul,  you 
misunderstood.  You  don't  know  that  for  a  fact.  This  is  what  took 
place,  and  this  is  what  we  want  you  to  say.  We  don't  want  you  to 
say  this.  But  can't  you  see  that  this  is  what  took  place?  This  is 
what  took  place. 

Finally,  aft;er  several  months  of  that  kind  of  conversation,  I  con- 
tacted my  sister  because  I  was  very  upset.  There  was  no  way  that 
I  was  going  to  stand  up  and  give  credence  to  a  story  that  I  felt  was 
untrue.  And  fortunately,  my  sister  was  able  to  contact  a  noted  at- 
torney in  Atlanta  bv  the  name  of  Mr.  Bobby  Lee  Cook,  and  I  think 
perhaps  the  rest  is  history. 

He  brought  forth  several  documents  that  showed  that  the  govern- 
ment's case  was  really  not  as  strong  as  they  suggested.  It  was  a 
very — I  was  very  fortunate,  to  be  honest  with  you.  I  was  very  fortu- 
nate. And  I  don't  mean  this  to  praise  you  because  I  am  here  in 
front  of  you,  but  I  have  to  say  quite  honestly  and  openly  that  if  it 
were  not  for  your  efforts,  if  it  were  not  for  the  efforts  of  Judge 
Shoob,  if  it  were  not  for  the  efforts  of  Mr.  Cook  and  a  few  others, 
I  really  doubt  that  this  entire  matter  as  it  relates  to  me  would  have 
ended  up  as  it  has.  I  really  believe  that  I  would  have  been  locked 
away  forever. 

So  I  have  to  thank  each  and  every  one  of  you  for  that,  honestly. 

There  is  one  more  thing  that  I  should  mention  and  then  I  will 
wrap  it  up  for  you.  I  think  also  I  need  to  discuss  for  you  the  issue 
of  the  bank's  role  with  King  and  Spalding  in  trying  to  influence  the 
Atlanta  tas}-  force.  I  think  there  was  a  lot  of  that  going  on,  and  I 
think  that,  co  me,  it  is  just  outrageous.  It  was  an  outrage  the  way 
that  entire  matter  was  handled,  and  to  this  very  day  my  good 
friends  at  King  and  Spalding  are  still  patroling  around  my  waters. 

I  felt  that  the  relationship  between  the  task  force  and  King  and 
Spalding's  people  was  much  too  close.  There  was  not,  in  my  esti- 
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mation,  an  objective  analysis  of  the  bank's  position,  and  I  believe 
that  King  and  Spalding  had  a  lot  to  do  with  diat. 

And  with  that,  I  think  I  just  have  to  summarize,  and  forgive  me 
for  being  so  long  winded. 

[The  prepared  statement  of  Mr.  Drogoul  can  be  found  in  the  ap- 
pendix.] 

The  Chairman.  Well,  on  the  contrary,  I  want  to  thank  you.  Of 
course,  we  are  familiar  with  the  course  of  developments  and  the 
first  attorney  you  hired,  because  it  was  the  documents  that  we  re- 
vealed to  the  Congress  that  enabled  that  attorney  to  at  least  pre- 
liminarily prevail  in  what  otherwise,  you  are  correct  in  saying, 
would  have  been  to  dragoon  you  into  a  hopeless  situation. 

As  you  describe  the  attorneys,  Federal  attorneys  advising  you  on 
what  you  should  say,  you  were  incarcerated  at  the  time,  you  were 
in  custody,  were  you  not? 

Mr.  Drogoul.  Yes,  I  was. 

The  Chairman.  All  right.  The  sad,  lamentable  thing  of  this  whole 
deal  is  that  we  have  become  corrupted  in  our  country.  I  have  had 
the  privilege  of  serving  in  this  Representative  capacity  in  the  U.S. 
House  of  Itepresentatives  for  32  years,  so  I  have  served  with  about 
eight  Presidents,  and  I  have  very  diligently  observed  the  various 
and  sundry  Attorneys  General.  But  I  think  the  most  corrupt  Jus- 
tice Department  Uiat  I  have  witnessed  was  the  immediate  past 
one.  I  have  said  this  before,  and  I  have  no  reason  not  to  repeat, 
as  to  what  this  present  Justice  Department  does,  they  have  not  yet 
filled  the  majority  of  the  positions.  So  the  same  hands  that  were 
there  a  year  ago  are  still  there. 

Mr.  Drogoul.  I  would  agree  with  that. 

The  Chairman.  And  so  they  will  have  to  answer  to  a  judgment 
as  they  write  their  own  ticket  in  pursuance  of  this  charge  in  their 
4  years  that  the  people  have  given  them. 

You  made  a  very  interesting  comment  about  how  this  was  not  a 
bank  fi*aud  failure,  but  a  foreign  policy  fraud.  Well,  let  me  point 
out  that  when  we  started  out— and  tne  first  hearing  we  had  3 
years  ago,  we  are  luckier  today.  We  didn't  have  one  member  at- 
tending tiie  hearing.  And  the  reason  for  that  hearing  was  that  it 
was  the  first  opportunity  we  had  after  going  through  the  ordeal  of 
the  so-called  savings  and  loan  developments,  but  it  was  a  small, 
little  notice  in  the  Wall  Street  Journal  in  1989,  reporting  that  a  $2 
billion  letter  of  credit  had  been  issued  to  Iraq  that  aroused  my  at- 
tention. 

First,  I  said,  my  gosh,  Atlanta  is  really  getting  up  there  at  the 
top.  Ordinarily  that  amount,  I  would  say,  would  be  a  New  York 
bank.  So  then  we  were  so  immersed,  though,  in  the  BNL  and  all 
that  was  attached  to  it,  and  we  don't  have  the  staff;  we  have  very 
limited  staff. 

So  when  I  asked  the  question,  well,  what  is  this  bank,  it  really 
took  some  time  before  I  found  out  and  became  educated  as  to  the 
difference  between  an  agency  bank  and  a  branch  and,  of  course,  the 
line  of  activities.  But  we  continue  corrupted  in  our  ways.  You 
would  think  we  would  have  learned  by  now  about  the  commodity 
credit  guarantee  corruption. 

Yesterday  we  had  a  hearing  on  NAFTA,  and  we  had  the  commis- 
sioner of  agriculture  from  the  great  State  of  North  Dakota.  Right 
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now  the  taxpayer  is  facing  over  $1.2  billion  worth  of  guarantees  to 
Mexican  banks,  and  remember  that  when  we  went  into  the  hearing 
and  saw  Iraq,  number  one,  everybody  forgets  that,  number  two, 
using  that  guarantee  program  was  Mexico.  But  the  testimony  yes- 
terday was  incredible.  It  is  the  same  thing  happening  now  that 
happened  with  respect  to  Iraq. 

So  what  I  told  the  gentlelady  commissioner  was,  well,  you  know, 
I  smiled  because  we  have  gone  through  all  of  this  that  you  are  re- 
citing in  the  case  of  Iraq. 

So  the  other  thing  is  that  when  we  did  go  in  and  discover  that 
one — ^there  were  three  aspects  beyond  the  banking.  One  was  the 
agriculture,  the  Commodity  Credit  Guarantee  Program,  so  we  im- 
mediately referred  that  to  our  colleague  in  the  Agriculture  Commit- 
tee. In  our  system  in  the  House,  we  have  very  compartmentalized 
jurisdictions.  In  the  case  of  the  foreign  policy,  which  again,  we  re- 
ferred to  the  counterpart  in  the  Foreign  Affairs  Subcommittee  and 
the  chairman  of  that  subcommittee,  who  incidentally  had  been 
speaking  out  on  some  aspects  of  those  dealings. 

But  the  fact  that  out  of  347  counts,  a  plea  bargain  after  your  in- 
carceration of  longstanding,  and  there  is  not  an  American  in  this 
room  who  can  appreciate  that  like  some  of  us  who  haven't  gone 
through  that,  but  have  had  witness  to  Americans  that  have,  it  is 
a  horrible  experience  to  have  the  full  weight  of  the  Federal  Grovem- 
ment  reaching  all  the  way  down  to  the  local  levels  and  having  a 
prosecutor  bent  on  pernicious  and  prosecutorial  prosecution.  And 
unless  you  are  able  to  summon  $1  million  to  obtain  the  best  legal 
talent,  there  is  no  way. 

So  even  at  that  on  3  counts,  out  of  347,  indeed,  you  have  been 
lucky.  But  still,  I  think  it  is  a  shame.  I  think  it  is  a  clear  indict- 
ment of  us  in  our  society  and  our  government  at  this  time  in  our 
history,  and  I  don't  care  whether  that  sounds  harsh  or  not,  that  is 
the  way  it  just  looks,  as  plain  and  limpidly  plain  as  anything  I 
have  witnessed. 

And  I  think  that  the  only  thing  you  haven't  answered — and  I  will 
recess  for  a  few  minutes  to  go  take  this  second  vote,  and  I  will 
leave  this  question  here — that  has  to  do  with  one  of  the  United 
States  Attorney's  office  listed  accusations  about  supposed  payments 
that  you  and  your  family  were  supposed  to  have  received  by  virtue 
of  off-book  loans  to  Iraq.  The  accusation  was  that  you  had  benefit 
of  $2.49  million. 

So  I  will  leave  you  with  that,  and  we  will  recess  for  about  10 
minutes  to  go  and  record  our  vote. 

Mr.  Drogoul.  Thank  you,  Mr.  Chairman. 

[Recess.] 

The  Chairman.  Mr.  Drogoul,  we  left  with  that  question. 

Mr.  Drogoul.  I  will  try  to  answer  that  question  as  quickly  as 
I  can  and  answer  it  as  honestly  as  I  can. 

I  did  not  receive  any  kickbacks  at  all  from  any  customer  that  I 
dealt  with.  I  did,  as  a  result  of  a  problem  that  I  had  with  my  home, 
however,  have  to  rely  on  a  friend  who  worked  with  a  company  that 
we  did  business  with  at  Entrade  and  borrowed  from  him  amounts 
of  money  as  they  were  required  to  finish  up  my  home,  because  the 
contractor  that  I  was  working  with  had  absconded  and  fled  to  an- 
other country  with  the  money  that  we  had  initially  given  to  him. 
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But  that,  and  that  figure  probably  comes  to  something  in  the  area 
of  $300,000,  $300-and-something  thousand. 

But  initially,  I  think  I  should  start  by  saying  that  the  govern- 
ment and  the  bank  began  with  me  in  August  1989  saying  that  the 
entire  medium-term  loan  agreement  number  four  was  for  my  per- 
sonal benefit,  and  that  comes  to  $1  billion.  After  that,  they  reduced 
the  figure  to  $500  million,  and  then  they  reduced  the  figure  to  $109 
million  which  represents  the  monies  lent  out  to  Iraq  under  the  op- 
tion C  portion  of  the  medium-term  loan  agreement,  and  then  we 
didn't  hear  anything  for  a  while. 

Finally,  the  government  compiled  a  list,  and  I  think  this  is  the 
list  you  are  referring  to,  detailing  $2.5  million  in  sums  paid.  The 
majority  of  that  related  to  travel  and  entertainment  expenses  paid 
by  the  branch  imder  the  gray  book  for  expenses  related  to  travel, 
not  just  my  travel,  but  Mr.  von  Wedel's  travel,  Dejani's  travel,  all 
my  staffs  travel  and  that  was  included  on  a  page  of  expenses  that 
supposedly  were  for  my  benefit. 

Thev  listed,  for  example,  American  Express  cards  that  I  don't 
even  have.  This  is  another  point  that  was  mentioned,  as  well.  In 
their  zeal  in  their  attempt  to  try  to  make  a  case,  they  said  that  the 
company — a  company  by  the  name  of  Entrade  rented  a  house  for 
me  in  Southampton,  New  York,  which  is  not  correct  at  all. 

The  point  of  the  matter  is  that  I  went  to  New  York  and  spent 
6  or  7  weeks  with  my  family  there  visiting  family  who  live  in  New 
York  City,  family  who  live  in  New  Jersey,  and  family  who  live  in 
Westchester  County,  and  during  the  course  of  that  time  I  spent  an 
amoimt  of  time  at  Southampton,  but  the  house  certainly  was  not 
rented  for  me  or  for  my  family. 

Those  are  embellishments  that  the  government  has  tried  to  bring 
about  now  that  the  case  that  they  are  dealing  with  has  really  been 
diminished  to  almost  nothing.  So  in  summary,  I  reiterate,  I  have 
not  received  any  kickbacks. 

I  think  lately  they  have  been — the  government  has  been  attempt- 
ing to  suggest  that  I  received  amounts  between — I  don't  even  know, 
$2  million,  $4  million,  $8  million,  saying  these  are  monies  that 
were  paid  for  my  benefit  in  Europe,  and  that  is  not  true.  It  is  the 
first  I  had  heard  of  it.  But  I  take  it  for  what  it  is  worth.  It  is  the 
government's  attempt  to  try  to  put  on  their  best  show  at  this  time. 

What  I  received,  I  think  I  just  mentioned  previously,  and  that  is 
those  were  sums  to  help  renovate  my  house  in  the  1987-1988  pe- 
riod, and  those  were  not  really  to  be  considered  kickbacks,  those 
were  genuinely  going  to  be  repaid  by  me  over  time,  it  just  that  I 
never  got  to  tnat  point.  August  1989  occurred  and  the  events  that 
we  are  all  familiar  with  transpired. 

The  Chairman.  Let  me  ask  you  another  question  with  respect  to 
the  banking  practices.  BNL  on  its  own,  because  I  don't  know  of  any 
bank  that  does  go  out  and  expose  itself  in  these  amounts  by  itself, 
doesn't  it  do  what  is  commonly  defined  as  syndicating  with  other 
banks  and  through  other  banks  some  of  its  loan  exposures? 

Mr.  Drogoul.  I  think  that  is  a  question  that  has  to  be  answered 
in  two  ways.  Traditionally,  BNL  has  not  been  a  bank  that  has  syn- 
dicated in  any  great  manner,  shape,  or  form.  As  you  question  my 
colleagues,  you  can  ask  them  perhaps  what  their  experience  is  on 
the  matter  of  syndication.  We  had  tried  fi-om  Atlanta  to  become  in- 
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volved  in  syndications,  or  to  syndicate,  using  the  bank's  name,  and 
the  bank  in  Rome  was  very  reluctant  to  allow  us  to  syndicate.  That 
is  just  a  general  statement. 

1  think  your  other  question  is  really  linked  to  the  Iraqi  facilities, 
perhaps,  and  why  it  was  that  those  facilities  were  never  sjm- 
dicated. 

We  in  Atlanta  attempted  to  syndicate  some  of  the  CCC  facilities, 
and  I  acknowledged  as  much  to  my  people  in  Rome  when  we  did 
the  second  of  the  third  year's  allocation  of  the  CCC  business  to 
Iraq.  We  were  not  successful,  not  because  Rome  didn't  want  us  to 
do  that,  we  were  not  successful  because  we  were  trying  to  utilize 
a  CCC  guarantee  as  an  instrument  that  could  be  used  to  securitize 
a  transaction. 

I  am  certain  you  understand  what  I  mean,  but  perhaps  some  of 
your  colleagues  do  not.  And  we  had  to  wait  for  written  approval 
from  the  Treasury  Department  to  see  whether  or  not  they  would 
agree  to  accept  a  CCC  guarantee  as  an  acceptable  instrument — an 
acceptable  government  instrument.  And  the  Treasury  apparently 
did  not  feel  that  they  wanted  to  use  their  CCC  guarantees  as  col- 
lateral for  secured  transactions. 

So  while  there  was  an  attempt  on  our  part  to  participate  in  much 
of  the  business,  we  were  not  able  to  do  it. 

The  Chairman.  My  time  has  expired  and  we  may  have  another 
chance  and  I  will  follow  through  on  another  aspect  of  that  same 
question.  Mr.  Leach. 

Mr.  Leach.  Thank  you,  Mr.  Chairman.  Mr.  Drogoul,  I  have  no 
doubt,  ^ven  the  workings  of  the  American  legal  process,  that  you 
are  individually  accountable  for  certain  crimes.  Having  said  that, 
I  also  have  very  little  doubt  that  you  are  a  scapegoat  for  other 
banking  authorities  and  possibly  for  the  American  foreign  policy  es- 
tablishment. Scapegoating  is  in  this  week. 

We  had  a  rather  ludicrous  example  yesterday  where  the  number 
two  official  of  the  Department  of  State  is  being  implicitly  held  ac- 
countable for  the  American  foreign  policy  errors  of  the  last  few 
months. 

In  American  banking  law  we  have  an  extraordinary  tradition 
where  at  one  point  in  time  every  bank  had  a  cashier,  and  if  some- 
thing went  afoul,  the  cashier  went  to  jail,  but  the  CEO  and  the 
chairman  didn't.  And  I  feel  you  are  in  the  great  American  tradition 
of  cashiers  going  to  jail. 

Now,  having  said  that,  there  are  a  number  of  interesting  rami- 
fications of  this  whole  BNL  circumstance  for  both  banking  regula- 
tion, agricultural  policy,  as  well  as  foreign  policy,  and  there  are 
some  questions  I  would  like  to  ask  you. 

Did  you.  know  Dr.  Alfred  Hartman,  and  what  was  his  relation- 
ship with  your  bank? 

Mr.  Drogoul.  I  believe  you  are  referring  to  the  Chairman  of 
BNL-Zurich? 

Mr.  Leach.  Yes. 

Mr,  Drogoul.  I  did  not  know  him  personally.  I  worked  fairly 
closely  with  the  people  at  BNL-Greneva  who  reported  to  him,  but 
I  do  not  know  him  personally. 

Mr.  Leach.  And  so  did  you  know  his  relationship  to  BCCI?  And 
did  your  bank  have  a  relationship  to  BCCI? 
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Mr.  Drogoul.  I  am  sorry,  that  was  one  of  the  questions  that  I 
was  asked  also  that  I  did  not  answer  in  my  statement.  I  am  sorry. 

Mr.  Leach.  Yes. 

Mr.  Drogoul.  You  are  asking  three  questions,  as  I  see  it.  You 
are  saying,  was  I  aware  of  Mr.  Hartman's  relationship  to  BCCI, 
and  I  think  the  straightforward  answer  to  that  question  is  no,  but 
I  will  answer  it  more  completely. 

Did  BNL-Atlanta  have  a  special  relationship  with  BCCI?  And  I 
think  I  would  have  to  say  I  don't  know.  I  would  ask  you  to  in- 
quire— I  would  ask  you  to  ask  Mela  Maggi  about  that  question. 
And  what  do  I  know  about  BNL-Rome's  relationship  to  BCCI? 

I  think  I  will  preface  everything  by  saying  that  I  became  aware 
of  what  BCCI  really  was  as  early  as  1982  or  1983  when  Ghaith 
Pharaon  purchased  the  National  Bank  of  Georgia.  During  that  pe- 
riod of  time,  Mr.  Pharaon  put  in  place  a  management  team  com- 
prised of  BCCI  officials,  and  they  were  resident  in  Atlanta,  and  it 
became  very  clear  to  us,  since  the  people  with  whom  I  met  at  the 
National  Bank  of  Georgia,  then  to  become  First  American 
Bsinkshares,  that  First  American  Bankshares  was  being,  I  will  use 
the  word  "managed,"  I  won't  use  the  word  "owned,"  managed  by 
BCCI.  I  mean  we  met  someone  by  the  name  of  Tariq  Jamil  and  two 
or  three  other  people  in  the  International  Lending  Division. 

And  it  was  clear  what  BCCI  was  at  that  time.  And  by  that  I 
mean  that  it  was  clear  that  BCCI  was  a  bit  of  an  extraordinary 
bank.  It  wasn't  the  usual  bank,  but  then  BNL  was  not  the  usual 
bank  either. 

As  our  relationship  in — as  our  need  to  purchase  funds  grew  in 
Atlanta,  one  of  the  banks  that  we  borrowed  from  on  a  regular  basis 
apparently  was  BCCI.  The  question  one  has  to  ask  is,  was  that 
amount  of  borrowing  unusual?  Was  it  abnormal?  Was  there  a  spe- 
cial relationship?  I  really  didn't  have  any  direct  link  or  discussions 
with  BCCI  officials,  except  for  those  people  who  I  mentioned  pre- 
viously, and  they  left  and  moved  to  the  London  office  in  1985  or 
1986. 

If  I  am  not  mistaken,  we  were  borrowing  on  a  regular  basis,  and 
again,  Ms.  Maggi  c£in  tell  you  better  than  I,  something  in  the  area 
of  maybe  $20  million  a  day?  Is  that  about  right?  I  don't  know  that 
that  is  unusual.  It  may  be  that  the  trading  section  of  BNL-Atlanta 
had  a  close  relationship  to  BNL-Miami — I  am  sorry,  that  BNL-At- 
lanta had  a  close  relationship  to  BCCI  Miami,  and  because  of  the 
close  relationship,  BCCI  lent  money  to  Atlanta. 

Mr.  Leach.  Before  my  time  runs  out,  I  do  want  to  ask  you  about 
Miami  ties.  As  you  know,  Ghaith  Pharaon  was  somewhat  of  a  bene- 
factor of  David  Paul.  Did  you  have  any  relationship,  did  your  bank 
have  any  relationship  directly  or  indirectly  with  David  Paul  and 
CenTrust? 

Mr.  Drogoul.  Not  that  I  am  aware. 

Mr.  Leach.  Fair  enough.  Well,  my  time  has  expired.  Mr.  Chair- 
man, the  minority  has 

The  Chairman.  We  will  give  you  a  little  more  time. 

Mr.  Leach.  Fair  enough. 

The  Chairman.  I  ask  unanimous  consent  that  the  gentleman 
may  proceed  for  an  additional  2  minutes. 
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Mr.  Leach.  OK  In  terms  of  Hartman,  did  you  have  any  knowl- 
edge that  he  was  intimately  involved  in  all  of  these  transactions? 

Mr.  Drogoul.  No.  But  I  knew  that  he  was  a  special  individual 
at  BNL.  That  is  about  the  extent  of  what  I  can  say.  In  other  words, 
he  had  an  exceptional  relationship  at  BNL-Rome. 

Mr.  Leach.  What  then  was  your  precise  relationship  with 
Lavoro? 

Mr.  Drogoul.  Zurich  and  Geneva? 

Mr.  Leach.  Either. 

Mr.  Drogoul.  We  in  Atlanta  did  a  lot  of  business  with  the  grain 
trading  companies  who  were  based  for  the  most  part  in  Geneva.  As 
I  said  earlier,  whenever  we  traveled  to  an  area  outside  of  Atlanta's 
territory,  such  as  Geneva,  in  addition  to  doing  the  business  that  we 
ourselves  sought,  we  tried  to  develop  ancillary  business  for  the 
local  branch.  Tike  BNL-Geneva.  So  we  developed  business  for  the 
Geneva  branch  on  a  regular  basis  whenever  we  could  with  those 
companies,  but  the  authority  and  the  answers  to  the  requests  to  do 
the  business  came  from  Zurich  always. 

I  can  add — ^period.  That  answers  the  question.  But  I  think  you 
are  driving  at  something  else,  and  I  will  try  to  answer  it  as  suc- 
cinctly as  I  can.  Mr.  Newman  was  known  to  run  the  unit  of  BNL 
that  reported  to  no  one,  if  you  understand  my  point.  Whereas  most 
of  the  institutions  outside  of  Italy,  the  units  of  the  bank  outside  of 
Italy,  reported  to  BNL-Rome,  Zurich  had  no  members  of  Rome  on 
its  board;  and  it  had  a  lot  of  autonomy. 

And  therefore,  the  bank  was  used  in  Zurich  for  the  purposes  of 
Rome's  activities.  And  I  am  being  very  va^e,  because  I  don't  know 
of  anj^hing  particular.  But  I  am  just  trying  to  tell  you  that  from 
the  internal  grapevine  in  Rome,  it  was  clear  to  me  that  Mr.  Hart- 
man  had  a  special  relationship  with  the  bank. 

Mr.  Leach.  Can  you  tell  me,  when  you  had  difficult  decisions  to 
make  or  large  decisions  to  make,  did  you  receive  an  OK  from  any- 
body? Who  would  you  seek  an  OK  from? 

Mr.  Drogoul.  I  would  seek  counsel  from  people  in  three  or  four 
different  sections.  The  finance  area,  which  was  the  correspondent 
banking  division,  if  it  was  related  to,  for  example,  the  CCC  credit 
or  an  Iraqi  credit.  If  it  was  a  credit  for  a  company  like  R.J.  Reyn- 
olds, I  would  go  to  the  credit  area.  I  would  go  at  other  times 

Mr.  Leach.  These  are  in  Rome? 

Mr.  Drogoul.  These  are  all  in  Rome.  I  think  I  have  listed  in  my 
statement,  or  perhaps  I  have  not  in  the  statement  that  you  have, 
but  I  will  be  happy  to  supply  it  to  you,  a  list  of  the  people  with 
whom  I  had  regular  dialog  in  the  four  principal  divisions  in  Rome 
for  approvals  to  go  ahead  and  engage  in  transactions. 

Mr.  Leach.  Well,  in  sum,  would  you  say  that  you  were  not  acting 
alone? 

Mr.  Drogoul.  In  substance,  you  are  saying? 

Mr.  Leach.  Yes. 

Mr.  Drogoul.  That  is  correct.  There  is  no  doubt  about  that. 

Mr.  Leach.  Both  in  terms  of  lending  activity  as  well  as  any  activ- 
ity that  might  be  considered  illegal? 

Mr.  Drogoul.  I  would  have  to  say  that  if  you  are  referring  to 
not  placing  the  loans  of— the  Iraqi  loans  on  the  books,  I  would  have 
to  say  candidly  that  BNL-Rome  knew  that  those  loans  were  not  on 
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the  books,  and  while  they  did  not  specifically  sav  take  those  loans 
off  the  books  because  we  have  a  problem,  they  let  me  understand 
that  that  was  the  the  way  it  needed  to  be  done,  and  they  allowed 
the  exercise  to  go  on,  until  the  arrival  of  Mr.  Lombardi  who  started 
to  make  a  conscious  effort  to  try  to  get  the  approvals  formalized  so 
that  those  loans  could  come  back  on  the  books. 

Does  that  answer  the  question? 

Mr.  Leach.  It  does.  Thank  you. 

The  Chairman.  Mr.  Hinchey. 

Mr.  Hinchey.  Thank  you,  Mr.  Chairman. 

First  of  all,  let  me  say,  Mr.  Drogoul,  I  appreciate  very  much  your 
being  here  and  your  testimony,  particularly  the  clarity  of  your  tes- 
timony, and  the  courage  that  you  have  shown  throughout  this 
whole  proceeding.  You  and  your  family  have  my  profound  respect. 

Mr.  Drogoul.  Thank  you. 

Mr.  Hinchey.  I  have  had  the  opportunity  in  the  short  time  that 
I  have  been  here  in  the  House  to  read  considerably  in  this  area. 
There  is  a  great  body  of  material  that  has  been  published  on  this, 
and  a  lot  of  it  is  still  im clear  to  me.  But  I  think  that  one  thing  is 
clear,  that  you  have  been  victimized  in  a  very  profound  way,  and 
I  appreciate  the  fact  that  you  are  here  now,  just  prior  to  a  time 
when  you  are  about  to  be  sentenced,  is  that  correct? 

Mr.  Drogoul.  That  is  correct. 

Mr.  Hinchey.  Well,  I  think  that  this  is  one  of  the  most  extraor- 
dinary episodes  in  American  history,  and  I  think  that  it  indicates 
a  degree  of  corruption  at  very  high  levels  in  our  government.  I 
think  that  your  expression  of  gratitude  a  few  moments  ago  to  our 
chairman  was  very  well  placed. 

I  can  think  of  no  one  who  has  done  more  to  keep  this  issue  before 
the  American  public,  and  I  think  that  that,  in  and  of  itself,  is  a 
gn'eat  service  to  the  people  of  this  country  and  to  other  people 
around  the  world.  I  look  forward  to  the  publication  of  the  book  that 
is  about  to  come  out.  "The  Spider's  Web,"  I  think  it  is  called,  and 
I  think  that  that  will  also  make  a  major  contribution  to  bringing 
this  issue  to  the  attention  of  larger  numbers  of  i)eople  in  the  public. 

You  mentioned  that  there  were  some  companies  who  were  not 
connected  with  the  agricultural  commodities — were  not  connected 
with  the  agricultural  industry  or  the  selling  of  agricultural  com- 
modities who  were  doing  business  through  CCC.  Can  you  name 
those  companies?  Do  you  know  who  they  are  offhand? 

Mr.  Drogoul.  Well,  I  would  sav  that  offhand  a  few  come  to 
mind,  but  if  you  look  at  the — I  will  start  by  mentioning  the  pat- 
tern. I  would  say  that,  of  course,  the  big  grain  companies  dominate 
the  business,  and  dominate  the  industry,  and  that  is  to  be  ex- 
pected. 

But  then  as  a  second  tier  or  as  a  third  tier,  one  finds  breakaway 
traders  who  have  gone  off,  grain  traders  who  have  gone  off  and 
started  their  own  commodity  business,  and  that  is  normal  and  to 
be  expected.  But  we  found  when  we  examined  the  record  after- 
wards that  there  were  innumerable  companies  that  were  industrial 
companies. 

Just  to  mention  one,  I  will  mention  Enka,  Entrade  for  one  is  a 
company  that  has  always  mystified  me.  Enka  is  a  Turkish  engi- 
neering company,  construction  and  engineering  firm,  very  big,  pow- 
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erful  group  in  Turkey,  and  now  all  of  a  sudden  in  1985,  1986,  they 
transform  a  subsidiary  that  was  heretofore  a  supply  subsidiary  for 
the  engineering  and  petroleum  concern  in  Turkey  to  a  commodities 
lending  unit,  commodities  lending  and  specifically  in  Iraq.  Their 
initial  business  was  with  Iraq.  That  is  just  to  mention  one.  But  I 
can  mention  four  or  five. 

There  were  companies  always  that  seemed  to  have  ties  with  Iraq, 
but  not  agricultural  ties,  if  vou  see  my  point.  They  got  involved  in 
the  agricultural  business.  Offhand  I  can't  remember  all  of  them, 
but  I  would  be  happy  to  supply  you  the  list  in  a  few  da/s  time  if 
you  wish. 

[The  information  referred  to  can  be  found  in  the  appendix.] 

Mr.  HiNCHEY.  Yes,  I  would.  Thank  you. 

You  mentioned  in  your  testimony  that  Dr.  Kissinger  was  in  some 
advisory  capacity,  an  international  advisory  board  of  some  kind  to 
BNL.  Can  you  describe  the  kind  of  activity  that  that  would  entail, 
what  kind  of  services  might  be  provided  and  in  what  capacity? 

Mr.  Drogoul.  Well,  I  certainly  wouldn't  want  to  speak  for  Mr. 
Kissinger.  The  international  advisory  board  of  the  bank  was 
formed  by  Dr.  Naqvi,  the  then-chairman  of  the  bank,  to  obtain  ad- 
vice and  counsel  on  what  policies  should  be  taken  by  the  bank  to 
develop  bills  and  expand  business. 

Another  curious  link,  on  that  same  advisory  board  is  the  chair- 
man of  Volvo.  Please  don't  misunderstand  me.  I  am  not  suggesting 
that  there  is  anything  wrong  with  the  chairman  of  Volvo  being  on 
the  international  advisory  board  of  BNL.  But  the  last  transaction 
that  I  was  asked  to  engage  in  for  the  Iraqis  involved  General  Mo- 
tors Eind  Volvo,  and  it  was  a  project  managed  by  Volvo.  I  don't 
want  to  suggest  there  was  a  tie  necessarily,  but  we  always  found 
these  funny  little  links  that  went  back  to  a  few,  a  few  people. 

As  far  as — I  think  I  have  commented  on  Mr. — I  will  let  Mr.  Kis- 
singer comment  if  he  wants  to  say  about  his  role  at  BNL  and  the 
advisory  board,  but  if  you  wish  for  me  to  answer  a  question  as  to 
what  Mr.  Kissinger  and  his  group  seem  to  be  doing  in  developing 
business  for  Iraq,  I  would  be  happy  to  do  that,  if  that  is  part  of 
your  question. 

Mr.  HiNCHEY.  Yes,  please  do. 

Mr.  Drogoul.  In  probably — I  don't  know  the  exact  date  that  the 
group  was  formed,  but  a  group  was  formed  called  the  Iraqi/Amer- 
ican Business  Forum  based  here  in  Washington  and  composed  of 
a  number  of  Fortune  500  companies  with  considerable  export  busi- 
ness. When  the  Iran-Iraq  war  was  finished  and  ended  in  1987,  in 
early  1988,  there  was  a  big  push  on  to  develop  commercial  business 
with  Iraq. 

The  Iraqi/American  Business  Forum  was  the  principal  tool  that 
those  American  companies  used  to  develop  that  business.  It  turned 
out  that  several  of  the  individuals  who  worked  for  Kissinger  &  As- 
sociates worked  with  the  Iraqi/American  Business  Forum  or  with 
the  companies  that  were  supporting  the  American/Iraqi  Business 
Forum  to  develop  business  and  made  trips  with  those  companies  to 
solicit  business  directly  with  President  Hussein,  directly  with  the 
Ministry  of  Trade  in  Iraq  and  other  entities. 

Mr.  HiNCHEY.  Thank  you. 
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The  Chairman.  Could  I  ask  the  gentleman  from  New  York  to 
allow  me  an  additional  IV2  minutes  in  order  to  follow  through  on 
something  here  with  respect  to  the  role  of  Henry  Kissinger. 

You  know,  when  we  had  our  hearings  last  year  and  the  year  be- 
fore, we  brought  out,  and  in  fact  published  documents,  showing  his 
membership  on  the  international  advisory  board  of  the  BNL.  Today 
I  am  going  to  ask  unanimous  consent  at  this  point  to  insert  the 
minutes  of  that  board  meeting  which  documents  Mr.  Kissinger's 
participation. 

[The  information  referred  to  can  be  foimd  in  the  appendix.] 

And  the  reason  I  do  so  is  that  when  we  reported  his  participa- 
tion, and  in  the  deliberations  of  the  advisory  board,  he  hired  him- 
self one  of  the  leading  attorneys  in  Washington  to  write  a  letter 
protesting  and  stating  that  he  at  no  time  as  a  member  ever  dis- 
cussed Iraq. 

The  minutes  today  will  show,  and  these  are  direct  from  the  advi- 
sory board's  minutes,  that  a  meeting  of  the  international  advisory 
board  in  Madrid,  May  4  and  5,  1987,  and  then  subsequent  to  that, 
Mr.  Kissinger's  opinion  is  in  part  changed  with  respect  to  his  obser- 
vations on  the  Iran-Iraq  conflict,  on  its  results,  on  its  outcome  and 
the  consequences,  and  he  is  quoted  as  saying:  I  give  the  victory  of 
Iran  over  Iraq  at  55  percent,  and  recognize  1  will  change  my  per- 
centage with  respect  to  previous  evaluations.  And  what  follows, 
clearly  shows  that  Henry  Kissinger  did  have  more  than  just  a  pas- 
sive role  as  a  member  of  the  international  advisory  board  of  the 
BNL. 

Also,  I  will  advise  the  gentleman  from  New  York  that  last  year 
and  the  year  before,  we  placed  documents  in  the  hearing  records, 
as  well  as  in  the  Congressional  Record,  in  which  we  brought  out 
that  our  request  for  those  minutes  to  the  BNL  bank  in  Rome  were 
rejected  on  the  basis  that  they  had  no  such  thing  as  minutes.  So 
now  that  we  have  our  hands  on  a  faithftil  new  copy  of  the  minutes, 
I  ask  that  we  place  them  in  the  record  at  this  point. 

And  I  want  to  thank  the  gentleman  for  his  perspicacious  ques- 
tion. 

Mr.  HiNCHEY.  Thank  you,  Mr.  Chairman. 

The  Chairman.  Mr.  McCandless. 

Mr.  McCandless.  I  am  sorry,  Mr.  Chairman.  I  was  reading  here. 
Did  you  recognize  me? 

The  Chairman.  Yes,  I  did. 

Mr.  McCandless.  Thank  you.  Mr,  Drogoul,  one  of  the  important 
parts  of  this  committee  is  to  find  out  what  is  wrong  with  the  sys- 
tem and  to  try  to  find  wavs  by  which  to  correct  it.  I  am  going  to 
ask  you  to  go  back  over  that  part  of  your  testimony  with  respect 
to  the  examining  process  as  it  relates  to  the  bank  in  question. 

On  pages  7,  8,  and  9,  you  talk  about  the  fact  that  the  Federal 
Reserve  Bank  simply  confirmed  the  State  of  Georgia's  audit,  that 
they  examined  credit  folders  to  determine  whether  they  were  an  in- 
herent risk  in  lending  to  a  particular  company,  but  that  they  did 
not  and  were  not  designed  to  verify  bank's  records,  that  Pete 
Marwick's  examination  was  nothing  more  than  an  exercise  to  place 
an  independent  auditor's  label  on  tne  branch,  and  finally,  that  the 
audit  performed  by  the  internal  auditors  of  BNL  was  comprehen- 
sive and  thorough  had  it  not  been  tamed. 
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Where  are  we  failing  tx)  do  the  proper  review  of  an  institution's 
records  in  order  to  minimize  or  prevent  what  it  is  we  are  talking 
about  here  from  happening  again,  or  at  some  future  time? 

Mr.  Drogoul.  I  would  probably  say  at  the  first  line  of  defense 
for  any  bank,  it  must  be  with  its  own  internal  auditors,  that  is 
number  one.  But 

Mr.  McCandless.  Let  me  interrupt  you  here,  because  you  used 
the  word  "tamed,"  which  I  am  not  sure  of  a  definition.  That  would 
indicate  to  me  that  the  internal  audit  was  modified  to  satisfy  some 
higher  authority  with  respect  to  the  operation  of  the  institution.  Is 
that  a  proper  definition? 

Mr.  Drogoul.  That  is  correct.  That  term  was  not  used  by  me; 
that  term  was  used  by  the  Italian  Senate  committee  in  one  of  its 
questions  to  me.  They  stated  that  the  audit  was  tamed,  and  tamed 
is  defined  as  you  have  described  it.  The  audit  that  was  performed 
on  the  Atlanta  office  was  not  really — it  was  thorough  in  a  very  su- 
perficial way. 

It  didn't  begin  to  get  to  the  heart  of  the  branch's  recordkeeping 
system  at  all.  That  is  why  I  said  in  mv  testimony  that  I  think  if 
this  had  taken  place — ^this  never  would  have  taken  place  in  New 
York,  because  I  don't  believe  that  an  audit,  even  an  internal  audit 
performed  in  a  place  like  New  York,  would  have  been  handled  in 
that  matter.  The  first  thing  to 

Mr.  McCandless.  Would  you  indicate  then  by  this  comment  that 
the  Georgia  audit  was  lackmg,  by  comparison  to  say  a  New  York 
audit? 

Mr.  Drogoul.  No.  I  think  what  I  would  say,  first  of  all,  is  that 
the  first  line  of  defense  for  any  bank  has  got  to  be  its  own  internal 
audit,  that  is  number  one.  However,  in  Atlanta,  the  audit  was  not 
as  it  should  have  been,  the  internal  audit. 

And  the  State  banking  department  in  Atlanta  seemed  to  rely  on 
the  bank  to  police  itself  as  far  as  its  own  internal  recordkeeping  is 
concerned,  and  instead,  looked  very  closely  at  credit  risk  rather 
than  accounting  systems.  In  New  York  City,  I  don't  think  that 
would  happen,  because  in  New  York  City — the  New  York  State 
banking  authorities  look  at  both,  whereas  the  Greorgia  people  did 
not. 

Mr.  McCandless.  Are  you  speaking  from  experience  now? 

Mr.  Drogoul.  Yes.  Using  my  experience  in  Atlanta  and  the  col- 
leagues of  mine  in  different  banks,  in  the  New  York  banking  com- 
munity who  have  been  audited  by  the  State  of  New  York  auditors 
and  by  their  own  internal  auditors  and  by  the  Federal  Reserve 
Bank  itself  in  New  York. 

Mr.  McCandless.  All  right.  Let  me  stop  you  there  with  respect 
to  the  Federal  Reserve  Bank  in  New  York.  Are  we  saying  here  that 
the  Federal  Reserve  Bank  in  charge  of  the  Georgia  region  had  a 
different  set  of  auditing  procedures  than  the  Federal  Reserve  Bank 
of  New  York,  and  that  one  was  more  diligent  than  the  other? 

Mr.  Drogoul.  I  don't  want  to  say  that,  because  that  seems  to  in- 
sult someone.  But  if  I  have  to  say  it,  I  have  to  say  it  exactly  as 
you  have  said  it. 

The  people  in  New  York  have  experience  and  the  exposure  to 
look  at  international  loans,  to  understand  exactly  what  they  mean, 
and  would  have  had  certainly  if  the  New  York  Fed  had  audited  the 
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sure to  Iraq,  even  though  it  was  minimally  shown,  the  exposure  to 
Algeria,  to  the  Soviet  Union  and  to  other  countries,  and  would  have 
reported  it  in  a  different  way  than  the  Atlanta  people  did.  I  think 
that  is  the  sense  of  what  I  am  trying  to  say. 

Mr.  McCandless.  On  a  little  different  note,  I  have  before  me  the 
August  9,  1993  National  Law  Journal  article  dealing  with  Justice 
Department's  conflicting  BNL  theories.  That  article  concludes  by 
saying  tJiat  a  motion  filed  by  your  attorney  at  that  time  said  a 
prominent  Texas  benefactor,  whom  a  source  has  identified  as  1992 
Presidential  candidate  H.  Ross  Perot,  has  agreed  to  foot  the  bill  for 
any  special  security  conditions  the  judge  may  require  as  a  result 
of  your  attorney  petitioning  for  release  on  bond  pending  trying.  Are 
you  familiar  at  all  with  this  area? 

Mr.  Drogoul.  I  am  vaguely  familiar  with  that.  I  would  perhaps 
be  best  advised  to  refer  you  to  my  attorney  who  is  sitting  here  next 
to  me  if  you  have  any  specific  questions  on  that. 

Mr.  McCandless.  I  am  sorry.  Can  you  speak  up  on  that? 

Mr.  Drogoul.  I  am  vaguely  familiar  with  it.  If  you  have  any  spe- 
cific questions,  I  would  be  advised  to  turn  the  issue  over  to  my  at- 
torney who  knows  much  more  about  it  than  I  do. 

Mr.  McCandless.  The  article  stated  that  it  was  Ross  Perot  who 
offered  to  underwrite  your  bail.  So  if  that  is  true,  why  would  Mr. 
Perot  be  willing  to  foot  the  bill  for  your  freedom? 

Mr.  Drogoul.  I  believe  that  is  true,  but  I  don't  know  the  answer 
to  the  next  question.  So  do  you  want  to  answer  that? 

Mr.  McCandless.  No  conjecture? 

Mr.  Drogoul.  I  have  no  idea  why  he  might  want  to  do  that. 

The  Chairman.  If  you  wish  to  consult  with  your  attorney  and 
then  at  a  reasonable  opportunity  answer  that  question,  either  at  a 
later  point  during  this  hearing  or  subsequently  in  writing,  if  that 
is  acceptable  to  you,  because  he  of  his  own  knowledge  and  doesn't 
know  exactly  what  Perot's  reasons  would  be,  and  perhaps  afler  he 
has  a  chance  to  consult  with  his  attorney,  heck,  hazard  a  guess. 

Mr.  Drogoul.  I  would  be  happy  to  answer  the  question  in  writ- 
ing if  you  wish  at  a  later  point. 

[The  information  referred  to  can  be  found  in  the  appendix.] 

Mr.  McCandless.  I  would  appreciate  that.  Thank  you,  Mr. 
Chairman.  I  believe  my  time  is  up. 

The  Chairman.  Well,  if  the  gentleman  has  a  question  to  follow 
through,  why  don't  you  get  it  over  with  now,  because  I  am  trying 
to  give  the  members  as  much  additional  time  as  possible,  since  we 
took  extra  time. 

Mr.  McCandless.  I  have  pretty  well  covered  what  it  was  I  had 
in  mind.  Thank  you. 

The  Chairman.  Well,  thank  you  very  much,  Mr.  McCandless.  Mr. 
Sanders. 

Mr.  Sanders.  Thank  you,  Mr.  Chairman.  I  want  to  congratulate 
you  on  your  persistence  on  this  important  issue. 

Mr.  Chairman,  you  may  have  read  recently  that  the  Grovemment 
of  the  United  States  is  investigating  the  possibilities  that  one  of 
the  reasons  that  some  of  our  Persian  Gulf  soldiers  have  become  ill 
is  the  possibility  that  Saddam  Hussein  may  have  used  chemical 
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weapons  in  the  Persian  Gulf,  and  that  is  something  I  guess  no  one 
knows  the  answer  to  and  is  being  investigated. 

My  question  that  I  would  like  to  ask  Mr.  Drogoul  is  that  in  addi- 
tion to  the  loan  guarantees  provided  by  the  CCC  Program  in  the 
U.S.  Department  of  Agriculture,  isn't  it  true  that  BNI^Atlanta  re- 
ceived loan  guarantees  from  Eximbank  as  well? 

Mr.  Drogoul.  That  is  correct,  we  did. 

Mr.  Sanders.  What  I  wanted  to  ask  you  is,  do  you  recall  filing 
an  application  for  an  Eximbank  loan  guarantee  in  connection  with 
a  transaction  involving  Dow  Chemical  in  1989? 

Mr.  Drogoul.  I  am  aware  that  the  guarantees  were  filed,  but  I 
was  not  familiar  with  the  details  of  that  transaction.  I  think  the 
person  who  is  best  placed  and  suited  to  answer  your  question 
would  be  Mr.  von  Wedel. 

Mr.  Sanders.  OK 

Mr.  Drogoul.  Because  I  think  he  or  his  mutual  colleague,  Mr. 
Fibelkorn,  were  involved  in  placing  the  request  directly  to 
Eximbank.  But  I  am  familiar — I  do  recall  directing  a  request  to 
Eximbank  for  the  Dow  Chemical,  yes. 

Mr.  Sanders.  What  about  Bechtel? 

Mr.  Drogoul.  Bechtel  is  a  whole  different  story.  I  can  go  on  for 


a  long  time  about  Bechtel  if  you  wish. 
Mr.  Sanders.  Well,  I  don't  h£ 


have  a  long  time.  Maybe  just  chat  a 
little  bit.  If  some  of  us  have  a  concern  that  American  corporations 
might  have  wittingly  or  unwittingly  played  a  role  in  supplying  Sad- 
dam Hussein  with  chemical  weapons,  what  was  BNL's  involvement 
in  that?  And  what  light  can  you  shed  on  that  issue? 

Mr.  Drogoul.  As  far  as — I  think  we  have  to  look  at  it  from 
BNL's  point  of  view,  which  was  that  BNL-Atlanta  was  attempting 
to  develop  relationships  with  the  big  multinationals  and  Fortune 
500  companies  in  North  America.  That  was  specifically  a  directive 
that  was  given  to  me  by  my  general  manager  in  Rome. 

And  so  when  the  name  Bechtel  pops  up,  when  the  name  Hewlett 
Packard  pops  up,  Dow  Chemical  pops  up,  and  one  has  the  oppor- 
tunity to  become  a  banker  to  those  companies,  one  does  whatever 
one  can.  However,  in  the  case  of  Bechtel,  I  went  personally  to  visit 
several  of  the  petrochemical  plants  or  one  petrochemical  plant  in 
Iraq. 

Mr.  Sanders.  Was  that  the  PC-2  plant? 

Mr.  Drogoul.  No.  That  was  PC-1.  PC-2  was  not  yet,  if  I  am  not 
mistaken,  wait,  was  on  the  drawing  boards  but  was  not  con- 
structed. We  went  to  PC-1  and  Bechtel  was  the  official  subcontrac- 
tor doing  renovation  on  the  project  through  Lummus  Crest.  Bechtel 
was  the  major  designer  and  contractor,  if  I  am  not  mistaken,  on 
the  PC-2  project  as  well. 

Mr.  Sanders.  If  I  could  interrupt  you.  Ostensibly,  this  plant  was 
designed  to  provide  pesticides  for  agriculture? 

Mr.  Drogoul.  That  is  what  we  were  told. 

Mr.  Sanders.  Did  anybody  have  any  thought  or  know  enough 
about  chemistry  to  suggest  that  some  of  those  same  chemicals 
could  be  converted  into  chemical  weapons? 

Mr.  Drogoul.  At  the  time  that  this  was  taking  place,  I  certainly 
didn't  think  of  that  possibility  at  all. 
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Mr.  Sanders.  Did  you  hear  any  discussion  among  people  who 
might  have  said  we  possibly  are  providing  chemical  weapons  for, 
in  fact,  a  very  dangerous  man? 

Mr.  Drogoul.  No.  The  PC-1  plant  was  designed  for  exports,  de- 
signed for  export  markets.  The  PC-2  plant  which  was  to  be  built 
outside  of  Baghdad  was  designed  for  the  domestic  market.  I  think 
when  my  colleague,  Mr.  von  Wedel,  and  I  visited  the  PC-1  plant 
they  were  working  on  trying  to  produce  ethylene.  Now,  ethylene 
may  have  various  functions,  but  I  am  not  a  chemist  and  I  don't 
really  know. 

So  I  really  relied  on  the  fact  that  Bechtel  was  a  prominent  com- 
pany and  I  assumed  that  they  would  not  do  anything  that  would 
be  against  the  interests  of  the  U.S.  Government  or  United  States 
policy  at  the  time. 

Mr.  Sanders.  Thank  you  very  much. 

The  Chairman.  Mr.  Knollenberg. 

Mr.  Knollenberg.  Thank  you,  Mr.  Chairman.  This  is  a  followup 
to  Mr.  McCandless'  question,  and  if  the  chairman  would  approve, 
I  would  like  to  go  back  to  the  question  asked  of  Mr.  Drogoul's  attor- 
ney, to  comment  on  the  Perot  offer. 

I  don't  think  we  got  a  complete  answer  in  the  time  allotted  Mr. 
McCandless,  and  if  that  would  be  appropriate,  I  would  like  to  re- 
open that  to  get  your  opinion  of  that  matter,  the  validity  of  that 
claim,  which  did  appear,  of  course,  in  the  newspaper  article  back 
in  June  1992. 

Mr.  SiMELS.  You  want  me  to  respond? 

Mr.  Knollenberg.  I  want  you  to  respond,  if  it  is  in  agreement 
with  the  chairman. 

The  Chairman.  Under  the  rules,  this  is  not  a  judicial  or  a  crimi- 
nal proceeding.  The  gentleman  is  not  guaranteed  counsel,  and  the 
counsel  is  there  at  sufferance  of  the  Chair,  but  not  to  present  testi- 
mony or  act  as  a  witness.  He  has  a  right  to  counsel  Mr.  Drogoul. 
And  the  way  we  left  it  a  while  ago  was  that  Mr.  Drogoul,  as  soon 
as  he  could  find  out  more  about  the  story  relating  to  Perot,  would 
give  an  answer  either  before  the  termination  of  tnis  hearing  or  in 
writing  if  he  couldn't. 

However,  if  Mr.  Drogoul  in  the  meanwhile  has  had  an  oppor- 
tunity to  consult  with  counsel  and  comment,  yes,  he  may  answer 
your  question,  if  he  has.  If  he  hasn't,  I  think  we  can  let  it  go  the 
way  we  did  with  Mr.  McCandless. 

Are  you  ready  to  comment  on  that? 

Mr.  Drogoul.  I  think  I  can  comment  briefly. 

The  Chairman.  OK 

Mr.  Drogoul.  But  I  can't  give  you  the  full  story  at  this  time.  I 
would  be  happy,  as  I  mentioned  previously,  to  do  that. 

As  I  understand  it,  my  attorney  spoke  with  Mr.  Perot  and  Mr. 
Perot  expressed  the  thought  that  what  was  being  done,  quote,  to 
Drogoul  was  un-American,  period.  You  talk  to  that  judge,  I  think 
that  is  the  way  my  attorney  expressed  it  to  me,  you  talk  to  that 
judge  and  tell  him  that  whatever  bail  is  necessary,  he  needs  to  set 
it,  and  then  come  back  to  me  and  we  will  work  out  the  details,  un- 
quote. That  is  pretty  much  what  was  conveyed  to  me  just  now. 

Mr.  Knollenberg.  Those  were  the  words  of  Mr.  Perot? 
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Mr.  Drogoul.  Those  would  have  been  the  words  as  Mr.  Perot — 
no  doubt  I  paraphrased  them.  I  don't  say  them  as  well  as  Mr.  Perot 
does. 

Mr.  Knollenberg.  Let  me  go  to  another  question. 

On  June  23,  1992,  that  same  timeframe,  you  told  government  in- 
vestigators that  you  never  told  anyone  in  the  U.S.  Government 
about  your  illegal  activities,  nor  did  you  have  any  authorization 
from  the  U.S.  Government  for  your  activities.  Do  you  stand  by  that 
statement  today? 

Mr.  Drogoul.  Well,  may  I  ask  you  a  question?  Is  that  coming 
from  what  is  known  as  the  government's  302  form,  do  you  know? 

Mr.  Knollenberg.  That  is  coming  from  a  June  23,  1992,  it  is  an 
interview  with  government  investigators.  That  is  as  much  as  I  can 
tell  you  about  the  source.  I  am  not  withholding  smything,  but  that 
is  as  much  as  I  can  tell  you. 

Mr.  Drogoul.  No.  In  my  conversations  with  the  government — 
well,  let  me  preface  it  by  saying,  first  of  all,  you  can  go  back  to 
1989.  In  1989  when  this  entire  thing  erupted  I  was  aware  that  I 
was  not  dealing  with  just  a  bank,  but  I  was  dealing  with  three  gov- 
ernments, the  United  States  Government,  the  Italian  Government, 
and  the  Iraqi  Grovemment,  and  I  didn't  really  feel  it  was  my  posi- 
tion to  start  pointing  fingers  initially.  It  wasn't  my  problem,  it  was 
their  problem.  That  is  how  I  saw  it. 

So  I  initially  said,  I  really  didn't  have  formal  approval.  I  didn't 
use  the  word  didn't  have  approval,"  I  said  I  really  didn't  have  for- 
mal approval.  I  wanted  to  let  them  deal  with  the  issue,  not  me,  be- 
cause I  really  didn't  think  it  was  my  problem. 

So  moving  back  to  June  1992,  I  made  similar  comments  to  the 
government 

Mr.  Knollenberg.  You  said  moving  back- 


Mr.  Drogoul.  I  am  sorry,  moving  forward  now  to  June  1992,  I 
expressed  the  same  thoughts  to  the  government,  and  in  those  meet- 
ings, the  government  slanted  my  sentences  to  conform  to  what  they 
felt  was  important  for  their  interviews.  That  is  what  I  tried  to  ex- 
press earlier.  And  that  is  the  thing  that  completely  outraged  me. 

I  have  testified  today  and  I  have  testified  to  that  same  Atlanta 
task  force  previously  on  several  occasions  that  there  were  several 
people  in  the  U.S.  Grovemment  with  whom  I  had  conversations.  No, 
I  did  not  have  a  conversation  with  Mr.  Bush;  no,  I  did  not  have 
a  conversation  with  people  who  were  directly  in  the  executive 
branch,  but  involved  in  formulating  U.S.  policy,  but  I  did  have  con- 
versations with  people  who  were  peripherally  involved  with  those 
people,  and  I  did  nave  direct  conversations  with  people  at  the 
USDA,  people  at  Commerce,  and  so  forth,  but  not  high-ranking 
people.  Does  that  answer  your  question? 

Mr.  Knollenberg.  You  are  getting  closer.  Is  that  the  extent  of 
the  response  then? 

Mr.  Drogoul.  For  the  moment. 

Mr.  Knollenberg.  I  have  no  further  questions.  I  think  vou  have 
responded  in  the  fashion  that  you  feel  best  for  yourself  ana  I  accept 
that. 

Mr.  Drogoul.  Thank  you. 

Mr.  Knollenberg.  Thank  you,  Mr.  Chairman. 

The  Chairman.  Thank  you. 
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Mr.  Castle. 

Mr.  Castle,  Well,  thank  you  very  much,  Mr.  Chairman.  I  share 
your  concern.  If  there  has  been  wrongdoing  or  corrupt  behavior  or 
whatever,  we  obviously  need  with  all  our  power  to  make  sure  that 
that  is  brought  to  light.  But  I  do  have  a  great  deal  of  concerns 
about,  Mr.  Drogoul,  your  background  and  exactly  where  you  are 
coming  from  and  wny  you  are  doing  this,  and  I  will  never  get  the 
answer  in  the  5  minutes  that  I  have.  I  do  want  to  ask  you  some 
Questions.  First  of  all,  about  citizenship.  Is  it  true  that  you  have 
Qual  citizenship? 

Mr.  Drogoul.  Yes,  that  is  true. 

Mr.  Castle.  What  is  your  background  citizenship-wise. 

Mr.  Drogoul.  My  father  is  a  French  citizen  and  retains  his  citi- 
zenship and  therefore  as  a  child  of  my  father  I,  too,  have  citizen- 
ship. I  was  bom  in  the  United  States,  however,  so  I  have  United 
States  citizenship  as  well,  and  unlike  many  coimtries,  France  and 
the  United  States  have  a  treaty  agreement  which  permits  people 
to  maintain  both  citizenships. 

Mr.  Castle.  Where  were  you  raised,  in  the  United  States  or 
France  or  otherwise? 

Mr.  Drogoul.  I  was  officially  raised  in  the  United  States,  but  I 
traveled  considerably  to  Europe,  during  the  summers,  sometimes 
during  the  school  year,  during  my  younger  years.  I  would  like  to 
say  that  I  was  raised  in  the  United  States,  New  York  metropolitan 
area,  but  I  spent  a  lot  of  time  in  places  like  Europe  and  Nice  and 
Marseilles. 

Mr.  Castle.  Have  you  attended  graduate  schools  or  colleges? 

Mr.  Drogoul.  I  have  an  undergraduate  degree  from  Temple  Uni- 
versity in  Philadelphia.  That  is  it.  It  has  been  reported  that  I  went 
to  school  with  an  Iraqi  official  by  the  name  of  Safa  Al  Habobi  and 
that  we  were  both  roommates  at  the  University  of  Montpelier  in 
France.  That  is  not  true. 

Mr.  Castle.  Is  your  father  in  any  way  involved  in  these  banking 
transactions? 

Mr.  Drogoul.  He  is  not  involved  reallv.  However,  I  should  ex- 
plain to  you  his  involvement,  and  it  goes  back  to  the  Turkish  com- 
pany called  Entrade.  My  father  is  again  a  French  citizen  who 
worked  for  many  years  in  the  New  York  metropolitan  area  for  a 
French  company  and  then  later  on  for  a  South  African  company 
and  ultimately  retired  in  19—1  think  1978,  1979. 

At  that  time  he  retained  several  consultancies  to  the  big  steel 
companies  in  France,  the  big  Luxembourg-based  steel  company 
called  Arbed,  to  two  or  three  other  companies  in  Europe  that  were 
involved  in  the  steel  or  metals  business.  He  was  living  in  Luxem- 
bourg as  a  consultant  to  Arbed  at  the  time  that  a  Turkish  company 
approached  me  and  asked  me  for  a  way  to  establish,  or  for  my  rec- 
ommendation to  establish  a  grain  trading  company  to  parallel  the 
company  that  they  had  in  New  York  City  which  would  be  able  to 
take  advantage  of  the  European  equivalent  of  CCC  credits. 

Those  provided  by  Coface  in  France,  Hermes  in  Germany,  ECGD 
in  England,  and  so  forth,  I  recommended  that  he  structure  the 
company  along  the  same  lines  that  a  very  big  grain  company  called 
Continental  Grain  had  done  for  its  Middle  East  trading  activities 
and  that  company  was  based  in  Luxembourg.  I  explained  to  him 
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the  tax  advantages  and  the  benefits  of  using  Luxembourg  as  best 
I  could  and  really  told  him  to  pattern  the  structure  of  his  company 
after  Continental  Grain  Co. 

Ultimately,  because  my  father  just  happened  to  be  there,  when 
he  asked  me,  well,  do  you  know  anybody  or  can  you  recommend 
somebody,  I  called  my  father  and  said  by  the  way,  I  have  a  client 
who  asked  me  about  establishing  companies  in  Luxembourg,  can 
you  recommend  someone  and  he  did  recommend  someone  who  hap- 
pened to  be  an  old  friend  that  he  had  worked  with  for  20  or  so 
years. 

On  that  basis,  this  company  in  the  United  States,  which  is  a 
Turkish  company,  established  a  company  in  Luxembourg.  Because 
my  father  was  the  person  who  knew — who  had  spoken  to  me  and 
knew  the  company  that — I  g^ess  the  law  firm  and  the  management 
company  in  Luxembourg  that  establishes  companies,  he  was  used 
to  introduce  both  parties,  and  that  is  all.  As  a  result  of  that,  his 
name  became  embroiled  in  all  kinds  of  things. 

Mr.  Castle.  It  was  told  to  me,  and  I  don't  know  that,  that  he 
was  an  unindicted  coconspirator  in  the  original  indictment;  is  that 
correct? 

Mr.  Drogoul.  That  is  correct. 

Mr.  Castle.  I  assume  he  has  never  had  a  trial  or  plead  guilty 
or  anjrthing  to  that  nature? 

Mr.  Drogoul.  No,  not  to  my  knowledge.  No,  no.  The  answer  is 
no. 

But  as  long  as  we  are  on  the  subject,  I  will  just  expand  it  and 
try  to  clarify  it.  When  the  Turkish  company  realized  that  he  had 
very  strong  connections  to  the  European  steel  and  iron  community, 
they  asked  him  whether  or  not  he  would  on  a  case-by-case  basis 
consult  for  them  periodically  in  matters  relating  to  Enka  Construc- 
tion's steel  supply  business. 

They  are  in  the  construction  business  and  they  thought  if  they 
could  develop  ties  to  the  steel  and  iron  industry  in  Europe,  it  would 
benefit  them.  So  on  a  very  small  basis,  and  periodically  he  did 
some  consulting  work  for  them,  during  the  period  of,  let's  say, 
1988,  1989,  which  had  nothing  to  do  with  BNL,  it  had  nothing  to 
do  with  anything  related  to  my  activities.  It  was  completely  unre- 
lated. 

Mr.  Castle.  Let  me  push  on,  if  I  may.  My  time  is  running  short 
already. 

My  understanding  is  your  original  charges  were  in  the  hundreds, 
I  don't  remember  how  many  exactly,  that  you  originally  plead 
guilty  to  some  60  counts  in  the  indictment,  and  then  for  the  rea- 
sons you  have  stated  here,  and  I  won't  go  into  all  that,  you  with- 
drew and  now  you  plead  guilty  to  3  counts  in  a  new  indictment  or 
3  counts  of  the  original  indictment,  is  that  correct? 

Mr.  Drogoul.  Three  counts  in  the  new  indictment,  the  60-count 
indictment. 

Mr.  Castle.  You  plead  guilty  to  3  of  the  counts  in  the  60-coimt 
indictment,  is  that  correct? 

Mr.  Drogoul.  That  is  correct. 

Mr.  Castle.  What  were  those  counts?  Are  they  felony? 
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Mr.  Drogoul.  They  are  felonies,  and  two  of  them  relate  to  sign- 
ing false  statements  or  giving  false  statements  to  the  Federal  Re- 
serve Bank  and  one  of  them  is  a  wire  fraud  count. 

Mr.  Castle.  OK,  This  question  may  have  been  asked.  I,  unfortu- 
nately, because  of  the  vote,  was  out  of  the  room  for  a  while  and 
this  again  was  something  that  was  told  to  me  and  maybe  I  should 
just  ask  you  rather  than  lead  you  in  the  question. 

Can  you  tell  us  about — did  you  ever  work  for  Barclay's  Bank  and 
if  so,  how  did  your  employment  come  to  an  end?  For  what  reasons? 

Mr.  Drogoul.  That  question  has  been  raised,  also.  I  did  work  at 
Barclays  Bank  for  a  number  of  years,  and  it  was  stated  by  some- 
one that  I  made  $2  billion  in  loans  while  I  was  at  Barclays  Bank 
and  therefore  I  was  thrown  out  of  Barclay's  Bank,  and  that  is 
again  a  misstatement  of  the  facts. 

The  fact  of  the  matter  is  that  I  was  a  very  junior  lending  officer, 
I  was  barely  a  lending  officer,  and  my  manager  had  asked  me  to 
deal  with  some  of  the  insignificant  clients,  the  people  who  walk  in 
off  the  street.  One  of  the  people  who  walked  in  off  the  street  was 
a  local  individual  in  Atlanta  who  was  establishing  a  mortgage  fi- 
nance company  using  finance,  he  told  me,  from  a  European  base 
or  European  trust.  He  asked  whether  or  not  Barclay's,  which  was 
one  of  the  few  banks  in  Atlanta  at  the  time,  would  consider  holding 
the  deposits  or  the  benefits,  the  proceeds  of  that,  of  the  loan  that 
he  was  arranging  with  the  people  in  Europe. 

I  spoke  to  my  DOSS  at  the  time.  My  boss  said  to  me,  if  it  is  not — 
if  it  is  something  that  is  beneficial  to  the  branch,  by  all  means, 
pursue  it. 

Thereafter,  my  boss  went  to  a  course  at  Harvard  for  16  weeks, 
I  think,  and  left  me  alone  to  deal  with  the  issue.  I  dealt  with  the 
issue  as  best  I  could.  I  tried  to  be  solicitous  to  the  company  in  At- 
lanta. Ultimately,  we  found  out  that  the  company  that  was  propos- 
ing to  lend  the  money  from  Europe  to  the  United  States  company 
didn't  really  have  the  money,  and  that  information  came  to  us 
through  a  subsidiary  of  Barclay's  Bank  in  Switzerland  by  the  name 
of  Clardon  Bank,  and  then  a  whole  uproar  developed  regarding  the 
entire  issue  of  what  was  known  in  the  late  1970's  as  ghost  money. 

Mr.  Castle.  Without  impugning  your  veracity  or  any  one  at 
Barclay's,  I  w£mt  to  ask  you  this  question.  Do  you  know  if  any  one 
at  Barclay's,  either  in  writing  or  orally,  that  disagrees  with  that 
version  of  those  facts  that  you  just  stated. 

Mr.  Drogoul.  I  would  recommend  you  to  my  personnel  file, 
which  has  got  comments  on  both  sides  of  the  fence. 

Mr.  Castle.  Could  I  have  permission  to  ask  one  more  question 
or  set  of  questions?  I  am  not  sure  what  the  answer  to  this  is  either. 
Because  this  is  so  complex,  it  is  difficult  to  determine  all  of  this. 

But  one  of  the  original  counts  I  guess  to  which  you,  I  believe, 
plead  guilty,  involved  payments  for  the  benefit  of  Christopher  P. 
Drogoul  and  family,  and  there  was  a  series  of  payments  that  were 
made,  mostly  for  personal  usage.  I  was  curious  as  to  what  your  ex- 
planation of  that  is,  if  you  are  allowed  to  say  so. 

Mr.  Drogoul.  That  is  the  question  that  I  had  tried  to  answer  for 
Chairman  Gonzalez. 

Mr.  Castle.  I  apologize. 
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Mr.  Drogoul.  No,  that  is  all  right.  If  you  look  at  that  list,  you 
will  note  that  most  of  that  relates  to  credit  card  expenses.  Is  that 
the  listvou  are  talking  about? 

Mr.  Castle.  I  am  talking  about  a  list — and  I  am  sorry,  I  can  pro- 
vide it  to  you.  It  is  a  list  that  shows  payments  to  purchase  home 
for  C.  Drogoul,  payment  to  architect  for  work  on  your  home, 
$60,000,  payment  to  architect  for  work  on  the  home,  $610,000,  it 
goes  on,  through  payments  such  as  that.  Are  you  familiar  with  it? 

Mr.  Drogoul.  I  answer  that  question  in  two  ways.  If  you  look 
at  that  complete  list,  it  relates  to  two  principal  items.  Item  number 
one  relates  to  monies  that  I  received,  borrowed  from  an  individual 
at  Entrade,  who  said  he  was  lending  me  that  money  and  it  was 
fully  intended  to  be  a  loan.  The  second  set  of  details  on  that  list 
relates  to  credit  card  expenses. 

If  you  look  at  those  credit  cards  expenses,  they  are  for  credit  card 
expense  relating  to  the  travel  and  entertainment  activities  of  my- 
self and  my  colleagues  at  the  Atlanta  branch  during  the  period  of 
time  that  we  were  traveling,  but  not  reporting  that  travel  to  our 
New  York  office. 

And  it  mentions,  that  is  true,  it  mentions  the  Southampton  prop- 
erty which  I  addressed  as  well,  which  the  government  argued  was 
related  to  a  house  rented  on  my  behalf,  which  is  not  true.  I  did 
spend  three  weekends  there,  long  weekends,  admittedly,  but  I  also 
spent  more  time  at  family  and  relatives  in  the  New  York  metropoli- 
tan area  than  I  ever  did  in  Southampton,  and  I  tried  to  answer 
that  question  directly  previously  as  well. 

Mr.  Castle.  Thank  you,  Mr.  Drogoul.  I  have  no  further  questions 
at  this  time. 

The  Chairman.  I  believe,  since  members  are  coming  in  belatedly, 
we  want  to  make  sure,  and  I  am  going  to  recognize  you,  that  you 
do  not  repeat  a  question  that  has  already  been  asked,  because  we 
have  been  with  this  one  witness  quite  exhaustively. 

Mr.  Bachus,  I  believe  you  came  in  ahead  of  Mr.  McCollum. 

Mr.  Bachus  of  Alabama.  Thank  you,  Mr.  Chairman. 

Mr.  Drogoul,  in  making  5  billion  dollars'  worth  of  loans  to  Iraq, 
what  was  your  motivation?  I  mean  I  don't  know  that  anyone  has 
asked  you  that.  Was  it  patriotism  toward  some  country,  or  what 
was  it?  What  was  the  motivation? 

Mr.  Drogoul.  The  first  thing  I  would  say  is  that  I  didn't  con- 
sider that  I  was  making  a  $5  billion  loan  to  Iraq.  I  consider  that 
not  only  BNL  but  the  Italian  Government  were  both  making  5  bil- 
lion dollars'  worth  of  loan  to  Iraq. 

And  I  would  also  add  that  since  most  of  those  loans  were  for  the 
benefit  of  U.S.  agricultural  companies  and  U.S.  multinational  in- 
dustrial corporations,  that  they  related  also  to  the  United  States. 
So  it  wasn't  that  the  United  States  wasn't  fully  aware  of  what  was 
taking  place.  I  did  not  establish  the  guarantees  of  the  Agricultural 
Department.  Those  were  established  by  the  administration.  We 
were  just  utilizing  the  facilities  available. 

Mr.  Bachus  of  Alabama.  Are  you  saying  that  you  did  this  be- 
cause you  thought  your  employer  wanted  you  to  do  this? 

Mr.  Drogoul.  Absolutely.  Yes.  That's  precisely  what  I  am  say- 
ing. 

Mr.  Bachus  of  Alabama.  Do  you  have  any  evidence  of  that? 
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Mr.  Drogoul.  I  think  if  you  read  the  sentencing  memorandum, 
which  my  attorney  is  preparing  now  and  which  will  be  submitted 
to  the  court  in  the  next  few  weeks,  you  will  find  a  fairiy  long  list 
of  evidence  that  suggests  that.  It  does  more  than  suggest  that,  it 
demonstrates  that. 

Mr.  Bachus  of  Alabama.  But  you  are  aware  that  this  committee 
has  basically  stacks  of  evidence  of  your  attempts  to  conceal  this 
from  BNL  bank? 

Mr.  Drogoul.  Now  you  are  asking  a  different  question.  You  are 
asking  about  the 

Mr.  Bachus  of  Alabama.  But  isn't  that  especially  inconsistent 
with 

Mr.  Drogoul.  No.  There  is  concealment — ^you  have  to  view  the 
concealment  not  as  concealment  from  Rome  but  concealment  from 
our  New  York  office  because  of  the  shifting  politics  that  have  taken 
place  in  the  1986-1987-1988  period. 

We  were  not  hiding  any  of  the  records  really  until  1987-1988, 
when  there  was  a  shift  in  New  York,  a  change  in  New  York.  And 
we  did  not  know  at  the  time  what  position  the  New  York  regional 
manager  took  in  regard  to  Atlanta,  whether  he  was  aware  of  what 
we  were  doing,  and  so  forth. 

Mr.  Bachus  of  Alabama.  When  you  say  we,  who  is  we? 

Mr.  Drogoul.  I  mean  we  in  Atlanta,  and  we  the  people  I  was 
talking  with  in  Rome. 

Mr.  Bachus  of  Alabama.  Who  were  you  talking  to  in  Rome  that 
was  asking  you  to  make  these  loans? 

Mr.  Drogoul.  I  have  a  list  of  about  10  people  on  my  statement 
which  I  don't  think  you  have  the  updated  statement,  you  may  have 
the  original  statement,  but  the — do  you  have  those? 

Mr.  Bachus  of  Alabama.  You  are  aware  that  you  have  given 
testimony  before  that  no  one  in  Rome  had  knowledge? 

Mr.  Drogoul.  Yes.  And  as  I  explained  at  the  very  beginning,  I 
didn't  feel  it  was  my  role  to  explain  those  things.  When  I  first  came 
back  to  the  United  States,  I  didn't  perceive  this  as  a  matter  involv- 
ing a  little  branch  in  Atlanta.  I  perceived  this  to  be  a  matter  in- 
volving three  very  big  powerful  governments.  I  did  not  want  to  step 
on  anyone's  toes.  It  wasn't  my  position  really  to  say  anything. 

So  what  I  did  was,  no,  I  did  not  have  formal  authority,  left  it  at 
that,  thinking  my  bank,  which  they  told  me  they  were  going  to  sup- 
port me,  would  deal  with  the  matter  but  in  fact  circumstances 
changed. 

Mr.  Bachus  of  Alabama.  Thinking  back  over  the  several  years 
of  your  involvement,  can  you  tell  me  what  was  the  greatest — or 
what  event  above  all  other  events  or  what  communication  from 
Rome  led  you  to  believe  that  they  wanted  you  to  make  these  loans 
and  make  them  in  an  illegal  manner? 

Mr.  Drogoul.  I  don't  think  Rome  considered  it  to  be  an  illegal 
matter.  I  think — I  think  for  us  in  the  United  States,  we  may  have 
considered  it  that  way,  but  as  far  as  they  were  concerned,  they 
wanted  me  to  make  loans.  I  would  use  the  word  "illicit"  rather  than 
"illegal." 

Mr.  Bachus  of  Alabama.  You  mean  Rome? 

Mr.  Drogoul.  I  am  talking  about  Rome.  I'm  sorry. 


36 

Mr.  Bachus  of  Alabama.  Identify  that  one  communication  with 
Rome  that  you  think  best  exempHfies  their  involvement  and  their 
knowledge. 

Mr.  Drogoul.  I  think  you  could  use  the  Donelli  transaction,  for 
example,  which  is  the  transaction  which  was  directed  to  us  by  the 
head  office  in  connection  with  a  contract  between  a  big  Italian  en- 
gfineering  company  and  the  Iraqi  Grovemment  for  the  establishment 
of  a  steel  supply  or  a  steel  plant. 

Mr.  Bachus  of  Alabama.  But  that  was  a  legal  transaction. 

Mr.  Drogoul.  No,  that  was — that  was  recorded  in  the  same 
manner. 

Mr.  Bachus  of  Alabama.  And  they  told  you  to  do  it  and  do 
it 

Mr.  Drogoul.  In  fact,  in  that  particular  transaction,  we  were  at 
the  point  at  that  time  as  I  believe  early  in  1989,  correct  me  if  I 
am  wrong,  where  I  was  now  saying  to  Rome,  gentlemen,  we  here 
in  Atlanta  have  done  enough,  it  is  now  your  turn  in  Rome  to  pick 
up  the  ball.  We  are  finished. 

Mr.  Bachus  of  Alabama.  You  are  saying  you  had  that  commu- 
nication? 

Mr.  Drogoul.  Yes,  I  had  that  conversation  with  Rome  and  short- 
ly afterwards,  I  received  a  telephone  call 

Mr.  Bachus  of  Alabama.  Who  were  you  talking  to? 

Mr.  Drogoul.  Who  was  it  I  speaking  to  in  Rome?  I  was  speaking 
to  Mr.  Monaco,  to  Mr.  Lombardi,  among 

Mr.  Bachus  of  Alabama.  Did  you  ever  tell  them  that  you  were 
making  these  loans  and  you  were  not  disclosing  these  loans  to  the 
U.S.  Government. 

Mr.  Drogoul.  They  knew  that  we  were  making  the  loans,  that 
answers  one  part  of  your  question  and  they  knew,  too,  that  we 
were  not  disclosing  the  loans.  If  you  understand  the  Italian  char- 
acter, you  will  understand  they  don't  always  ask  the  question  that 
needs  to  be  asked.  They  understand,  but  they  want  to  keep  back 
a  little  bit  fi^om  the  fi'ay  itself. 

Mr.  Bachus  of  Alabama.  What  was  vour  reward  as  you  saw  it 
for  doing  these  illegal  loans  which  you  knew  to  be  a  felony  in  the 
United  States? 

Mr.  Drogoul.  Well,  I  thought  first  of  all,  to  answer  that,  I  go 
back  to  the  issue  of  illegality  or  legality.  I  thought  it  was  a  matter 
for  the — it  was  a  matter  that  related  to  the  bank,  it  didn't  relate 
to  me  so  much. 

I  was  moving  along  the  chain  fairly  well.  I  was  about  to  be  trans- 
ferred to  Chicago  and  I  was  hoping  that  within  maybe  2  or  3  years 
of  that,  I  would  be  moved  up  to  the  higher  position  in  the  New 
York  area. 

Mr.  Bachus  of  Alabama.  All  right.  Let  me  ask  you  another 
question.  You  said  that  one  of  your  employees,  Jean  Ivey,  was  dat- 
ing a  U.S.  Senator.  Did  you  have  reason  to  believe  that  she  had 
had  some  communication  with  the  U.S.  Senator,  because  you  actu- 
ally brought  this  up  in  your  testimony. 

Mr.  Drogoul.  I  brought  that  up  in  my  testimony? 

Mr.  Bachus  of  Alabama.  Didn  t  you? 

Mr.  Drogoul.  I  think  I  would  rather  let  Jean  Ivey  answer  that 
question. 
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Mr.  Bachus  of  Alabama.  Do  you  see- 


Mr.  Drogoul.  I  was  aware  that  she  was  having  a  relationship 
with  someone  by  that  name.  I  was  probably  aware  that  he  was — 
that  person  was  a  Senator.  But  that's  her  personal  business. 

Mr.  Bachus  of  Alabama.  But  you  don't  see  any  significance  to 
that. 

Mr.  Drogoul.  There  could  have  been.  I  think  one  of  my  col- 
leagues— as  one  of  my  colleagues  has  mentioned  or  testified  or 
written  somewhere  that  he  shared  concern  that  we  had  discussed 
our  concern  about  that,  but 

Mr.  Bachus  of  Alabama.  Was  she  aware  of  the  illegal  loans? 

Mr.  Drogoul.  Yes,  she  was. 

Mr.  Bachus  of  Alabama.  Back  during  the  period  of  time  she 
was  dating  this  U.S.  Senator? 

Mr.  Drogoul.  First  of  all,  again,  I  take  issue  with  the  character- 
ization of  those  loans  as  illegal. 

Mr.  Bachus  of  Alabama.  All  right.  But  these  loans. 

Mr.  Drogoul.  Yes,  these  loans,  but 

Mr.  Bachus  of  Alabama.  Was  she  dating  this  U.S.  Senator  dur- 
ing this  period  of  time? 

Mr.  Drogoul.  I  believe  so,  but  you  have  to  confirm  that  by 
speaking  to  her.  I  am  not  trying  to  be  difficult.  I  just  don't  want 
to  speak  for  her,  that's  all. 

Mr.  Bachus  of  Alabama.  And  this  gentleman  was  Tezeller;  is 
that  right? 

Mr.  Drogoul.  Tezeller. 

Mr.  Bachus  of  Alabama.  Are  you  aware  of  in  the  book  "Death 
Trap"  by  Kenneth  Timmerman  that  he  states  in  that  book  that  you 
and  this  other  gentleman  had  a  scheme  to  divert  about  $2  million 
to  yourself. 

Mr.  Drogoul.  Yes,  I  read  that,  but  Mr.  Timmerman  also  said 
that  I  went  to  school  in  Montpellier,  France,  with  Dr.  Hobparthe. 
He  also  said  I  was  Franco-Lebanese  in  origin  and  there  are  also 
many  inaccuracies  in  that  book  and  that  is  inaccurate. 

Mr.  Bachus  of  Alabama.  What  would — ^how  do  you  pronounce 
it? 

Mr.  Drogoul.  Tezeller. 

Mr.  Bachus  of  Alabama.  What  is  his  motivation  for  participat- 
ing in  these  lo£ins.  He  worked  for  a  Turkish 

Mr.  Drogoul.  Tezeller  was  the  managing  director  of  the  United 
States  subsidiary  of  the  big  Turkish  company  which  was  heavily  in- 
volved in  the  CCC  Program  to  Iraq.  And  that  I  would  say  is  one 
of  the  companies  that  I  found — I  found  it  strange  that  a  company 
that  is  basically  an  engineering  concern  would  find  itself  involved 
in  grain  sales,  but  it  was. 

Mr.  Bachus  of  Alabama.  Did  you  ever  receive  any  money  fi^om 
that  company  or  fi*om  him? 

Mr.  Drogoul.  As  I  have  already  testified,  I  received  from  him 
about  300  and  something  thousand  dollars  in  connection  with  the 
renovation  of  my  house  when  my  contractor  left  the  country,  fled 
the  country  with  the  money  we  had  given  him,  originally,  and  I 
was 
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Mr.  Bachus  of  Alabama.  So  you  are  disputing  the  fact  that  you 
received  upward  of  $1  million.  You  do  admit  that  you  received 
about  $350,000? 

Mr.  Drogoul.  That's  correct. 

Mr.  Bachus  of  Alabama.  Who  was  that  money  from  and  how 
was  it  delivered  to  you?  Was  it  in  cash? 

Mr.  Drogoul.  No.  No.  It  was  transferred  to  my  accountant — ^my 
architect. 

Mr.  Bachus  of  Alabama.  Directly  from  him  to  your  architect? 

Mr.  Drogmdul.  Correct. 

Mr.  Bachus  of  Alabama.  Was  it  reported  as  income  to  you  on 
income  tax? 

Mr.  Drogoul.  No,  I  considered  it  to  be  a  loan.  The  whole  pur- 
pose for  renovating  my  house  was  to  get  a  higher  mortgage  because 
my  accountant  had  told  me  that  I  had  too  small  a  mortgage  and 
I  was  silly,  and  so  forth,  so  the  whole  purpose  of  the  renovation 
was  to  increase  my  mortgage.  So  my  planning  when  the  house  was 
finished  was  to  increase  my  mortgage  and  pay  him  back. 

Mr.  Bachus  of  Alabama.  Is  there  anything  in  writing  about  this 
loan? 

Mr.  Drogoul.  You  mean  is  there  a  loan  document? 

Mr.  Bachus  of  Alabama.  Is  there  a  loan  document?  Is  there 
any- 


Mr.  Drogoul.  No,  there  is  no  loan  document  because  we  were 
fi^ends. 

Mr.  Bachus  of  Alabama.  Was  there  a  letter?  Anything  written 
about  this  loan? 

Mr.  Drogoul.  I  am  sure  that  Mr.  Tezeller  would  state  as  much. 

Mr.  Bachus  of  Alabama.  What  is  the  interest  rate? 

Mr.  Drogoul.  What  is  his  interest  in  that? 

Mr.  Bachus  of  Alabama.  What  is  the  interest  rate  on  this  loan? 

Mr.  Drogoul.  It  was  something  in  the  area  of  6  or  7  percent.  He 
said,  don't  worry  about  it,  Chris,  just  pay  me  a  fair 

Mr.  Bachus  of  Alabama.  He  just  transferred  a  third  of  a  million 
dollars  to  your  architect  and 

Mr.  Drogoul.  That's  not  correct.  He  transferred  $7,000  and 
$25,000,  as  I  was  trying  not  to  spend  money  for  the  renovation  of 
the  house,  but  because  of  the  way  the  previous  architect  had 
nm 

Mr.  Bachus  of  Alabama.  Total,  total  of  a  third  of  a  million  dol- 
lars. 

Mr.  Drogoul.  That's  correct. 

Mr.  Bachus  of  Alabama.  But  you  don't— he  just  said  pay  me 
back  when  you  can? 

Mr.  Drogoul.  Not  pay  me  back  when  you  can,  pay  me  back 
when  your  house  is  finished  and  when  you  have  refinanced  it. 

Mr.  Bachus  of  Alabama.  Who  did  you  understand  this  money 
was  coming  from?  From  him  personally? 

Mr.  Drogoul.  I  took  it  to  be  coming  from  him  personally.  In  fact, 
on  the 

Mr.  Bachus  of  Alabama.  What  did  you  see  his  motivation  as 
being  in  loaning  you  a  third  of  a  million  dollars. 

Mr.  Drogoul.  Well,  Mr. 
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Mr.  Bachus  of  Alabama.  With  no  interest  rate  or  no  evidence 
of  loan. 

Mr.  Drogoul.  Mr.  Tezeller  was  not  a  poor  individual.  His  annual 
bonuses  came  to  something  in  the  area  of  $1  million  a  year.  I  don't 
think  this  was  a  substantial  sum  of  money  for  him. 

Mr.  Bachus  of  Alabama.  How  good  a  friend  was  he?  Describe 
you  all's  relationship. 

Mr.  DroCtOUL.  He  became  a  fairly  good  friend.  He  was  close  to 
my  two  sons.  He  tried — much  to  the  chagrin  of  my  wife,  he  tried 
to  travel  with  us  on  vacation  even  though  she  wanted  to  be  alone 
with  myself  and  the  children,  but  he  traveled  with  us  on  occasion. 

Mr.  Bachus  of  Alabama.  But  your  business  relationship  with 
him  was  solely  in  connection  with  making  these  loans  to  Iraq;  is 
that  correct? 

Mr.  Drogoul.  No.  I  would  have  to  say  no  to  that. 

Mr.  Bachus  of  Alabama.  What  other  business  transactions. 

Mr.  Drogoul.  There  were  other  transactions  involving  all  sorts 
of  different  countries. 

Mr.  Bachus  of  Alabama.  Loans? 

Mr.  Drogoul.  I  would  say  they  were  loans,  yes,  for  the  most 
part. 

Mr.  Bachus  of  Alabama.  What  other  countries? 

Mr.  Drogoul.  Algeria,  Turkey,  East  CJermany.  I  could  go  on.  So- 
viet Union.  His  company  was  doing  business 

Mr.  Bachus  of  Alabama.  Were  these  illegal  loans?  Were  those 
loans  which  were  handled  in  the  same  manner  as  these  loans  to 
Iraq  without  disclosing  them  too  to  the  Federal  Reserve. 

Mr.  Drogoul.  Generally  not,  but  in  some  cases,  perhaps.  I  would 
have  to  look  at  the  specific  ones  depending  upon 

Mr.  Bachus  of  Alabama.  Did  you  see  this  payment  to  you  as  a 
payment  because  of  your  relationship  involved  in  these  loans. 

Mr.  Drogoul.  No,  I  did  not.  Although  I  will  tell  you,  to  be  very 
honest  with  you,  that — that  after  6  or  7  months.  I  was  sensitive  to 
the  concept  that  it  might  be  construed  to  be  something  else.  Actu- 
ally, I  tried  to  distance  myself  and  my  decisionmaking  at  the  bank 
from  entering  the  transactions. 

Mr.  Bachus  of  Alabama.  At  the  time  you  were  receiving  this 
third  of  a  million  dollars  from  this  Turkish  gentleman,  what  was 
your  annual  income? 

Mr.  Drogoul.  Somewhere  between  $125,000  and  $140,000. 

Mr.  Bachus  of  Alabama.  So  this  represented  three  times  your 
annual  income? 

Mr.  Drogoul.  I  would  say  twice.  Also,  you  have  to  look  at  it 
from  a  different  perspective.  It  depends  upon  how  much  one  spends 
to  buy  a  house  if  one's  salary  is  X. 

Mr.  Bachus  of  Alabama.  I  see.  Have  you  disclosed — when  did 
you  first  disclose  these — ^this  third  of  a  million  dollars  to  the  U.S. 
Government  or  to  any  of  its  agencies? 

Mr.  Drogoul.  I  don't  recall  the  exact  date. 

Mr.  Bachus  of  Alabama.  Have  you  ever  disclosed  it  on  your  in- 
come tax  returns? 

Mr.  Drogoul.  No,  I  didn't  have  a  chance  to  file  income  for  those 
years. 

Mr.  Bachus  of  Alabama.  What? 
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Mr.  Drogoul.  I  didn't  have  a  chance  to  file  income  tax  for  those 
years.  On  the  advice  of  my  then-counsel,  I  was  told  not  to  do  any- 
thing. 

Mr.  Bachus  of  Alabama.  Your  legal  counsel  advised  you  not  to 
file  income  tax  returns? 

Mr.  Drogoul.  That's  correct. 

Mr.  Bachus  of  Alabama.  Did  you  discuss — I  withdraw  that 
question. 

Chairman  GONZALEZ.  Well,  if  the  gentleman  would  yield,  he 
didn't  ask  for,  but  I  gave  unanimous  consent  to  proceed  an  addi- 
tional almost  4  minutes. 

Mr.  Bachus  of  Alabama.  I  thank  the  chairman. 

Chairman  Gonzalez.  But  I  think  one  final  question  the  gen- 
tleman, if  you  will  join  me  in  asking  it,  what  became  of  the  loan? 
What  is  the  status  of  that  loan?  Did  you  ever  pay  it  back  or  pay 
part  of  it  back  or 

Mr.  Drogoul.  I  have  not  had  a  chance  to  pay  any  of  it  back.  In 
fact,  I  had  to  declare  bankruptcv  about  IV2  years  ago  and  the  pro- 
ceeds of  the  home  were  sold  and  disbursed  to  the  creditors  so  there 
is  nothing.  I  have  not  had — I  have  not  been  in  communication  with 
Mr.  Tezeller  since  the  end  of  July  1989. 

Mr.  Bachus  of  Alabama.  Mr.  Drogoul,  could  I  ask  you,  did  you 
disclose  on  your  bankruptcy  form  in  which  all  loans  have  to  be  dis- 
closed. 

Mr.  Drogoul.  No,  I  did  not. 

Mr.  Bachus  of  Alabama.  You  realize  that  in  not  disclosing  that 
on  your  bankruptcy  petition  that,  too,  is  a  crime? 

Mr.  Drogoul.  No,  I  don't  think  that's  how  I  perceived  it  at  that 
time  at  all. 

Mr.  Bachus  of  Alabama.  Did  you  perceive  it  as  a  loan? 

Mr.  Drogoul.  Did  I  perceive  what  I  received  as  a  loan?  Yes. 

Mr.  Bachus  of  Alabama.  Did  you  perceive  that  you  were  going 
to  give  him  a  preference  and  pay  that  loan  back,  and  is  it  still  your 
perception  that  you  were  going  to  pay  that  loan  oack? 

Mr.  Drogoul.  I  knew  mere  was  no  preference  to  pay  him  back. 
I  had  other  creditors  to  settle  and  I  knew  since  he  was  well  off 

Mr.  Bachus  of  Alabama.  Your  intention  at  the  time  you  filed 
bankruptcy  was  not  to  list  it.  You  were  aware  of  the  loan  at  the 
time  you  filed  that  bankruptcy. 

Mr.  Drogoul.  I  can't  really  tell  you  because  my  attorney  is  the 
one  who  filed  the  forms  for  me. 

Mr.  Bachus  of  Alabama.  Did  you  tell  him  about  that  loan? 

Mr.  Drogoul.  Absolutely. 

Mr.  Bachus  of  Alabama.  Did  he  list  it  on  the  petition. 

Mr.  Drogoul.  I  don't  believe  he  did,  no. 

Mr.  Bachus  of  Alabama.  I  have  no  other  questions. 

Chairman  Gonzalez.  Mr.  McCollum. 

Mr.  McCOLLUM.  Thank  you  very  much,  Mr.  Chgiirman. 

I  was  here  for  your  testimony,  Mr.  Drogoul.  I  am  up  here.  You 
always  seem  to  worry  about  where  the  voices  come  from  with  these 
speakers,  but  I  had  to  go  over  to  the  Rules  Committee  for  a  hear- 
ing. I  missed  some  of  the  questions. 

I  understand  a  couple  of  ones  that  bothered  me  the  most  have 
not  really  been  explored.  I  want  to  go  over  that  briefly  with  you. 
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You  have  assisted  here  in  answering  the  questions  I  have  heard  in 
the  last  few  minutes  and  in  your  testimony,  which  I  did  Hsten  to 
this  morning  that  despite  the  impressions  we  m^  have  had  to  the 
contrary  or  statements  the  government  has  made  to  us,  that  you 
did  indeed  believe  at  all  times  that  the  Rome  office  of  the  BNL  was 
aware  of  your  activities,  was  aware  of  these  un — so-called  unau- 
thorized loans  and  the  oflF-the-book  type  of  activity  you  had  with 
Iraq. 

Is  that  not  the  essence  of  what  you  have  been  telling  us  today? 

Mr.  Drogoul.  That's  correct. 

Mr.  McCoLLUM.  Now,  what  bothers  me  now  in  light  of  a  couple 
of  things,  I  want  to  give  you  the  opportunity  to  set  the  record 
straight. 

I  want  to  know  whether  or  not  I  am  misinterpreting  or  did  you 
commit  perjury  on  June  2,  1992,  during  your  guilty  plea  hearing 
with  Juage  Shoob,  when  you  told  Judge  Shoob  under  oath  when  he 
asked  you  about  Rome's  knowledge  of  these  activities  that,  "I  would 
say  that  they  were  not  aware,  not  specifically." 

Mr.  Drogoul.  That  was  a  general  statement  because  I  was  not 
asked  and  I  was  also,  on  June  2,  not  trying  to  give  names.  If  you 
recall  the  conversations  and  the  dialog  between  Mr.  Shoob — Judge 
Shoob  and  myself  and  my  attorney,  he  was  asking  for  me  to  name 
names.  That  was  the  thrust  of  his  entire  issue. 

When  I  entered  into  the  plea  with  the  government,  the  govern- 
ment did  not  want  me  to  name  anything  at  that  time,  even  though 
the  prosecutor  got  up  and  said  that  Mr.  Drogoul  is  welcome  to  say 
anything  he  wishes  to  you.  Your  Honor,  at  any  time.  They  knew 
very  wen  that  I  was  not  going  to  say  anything  to  the  judge  at  that 
time.  And  so  I  chose  to  make  what  I  considered  to  be  a  general 
statement  rather  than  a  specific  statement. 

Mr.  McCoLLUM.  Well,  he  was  very  specific  in  his  question  and 
that  bothers  me.  He  asked  you  several  specific  ones,  specifically 
this  one  read  like  this.  Did  anybody  at  the  home  office  of  BNL — 
"Was  anybody  at  the  home  office  of  BNL  aware  of  your  oflF-book 
setup?"  And  you  answered,  "I'd  say  that  they  were  not  aware." 

Is  that  a  true  statement  or  were  you  lying  to  him  because  you 
didn't  want  to  answer  it  or  what? 

Mr.  Drogoul.  No,  I  think  that's — ^that's — well,  that  is  true.  I 
guess  what  I  am  trying  to  say  is  that  Rome  was  not  aware  of  the 
specific  mechanics  of  how  we  were  dealing  with  the  loans.  But 
Rome  was  aware  we  were  lending  to  Iraq,  Rome  was  aware  of  a 
variety  of  conversations  that  we  had,  but  they  were  not  specifically 
aware  that  we  were  placing  this  particular  loan  on  the  right  and 
another  loan  on  the  left. 

Mr.  McCoLLUM.  All  right.  Let  me  ask  you  this:  In  what  was — 
we  have  as  a  document  before  us  that  says  the  government  sen- 
tencing memorandum  was  filed  with  the  court  on  September  11, 
1992.  They  go  through  a  carefiil  discussion  and  I  quote  from  it, 
'Throughout  the  debriefing  sessions  which  they  say  took  place  with 
them  in  28  separate  days  of  debriefing  with  you  between  June  4, 
1992  and  August  20,  1992,  the  defendant"— and  I  am  quoting— "re- 
peatedly was  asked  whether  he  had  told  any  BNL  officer  manager 
or  employee  or  any  United  States  or  Italian  government  official 
about  the  off-book  operation  or  the  unauthorized  loans  to  Iraq  suid 
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others.  The  defendant  responded  negatively  to  every  question  on 
these  topics." 

Mr.  Drogoul.  That  is  flatlv  untrue,  and  that's  the  reason  I  tried 
to  have  my  guiltv  plea  withdrawn  because  I  was  telling  them  just 
the  opposite,  and  they  kept  writing  down  on  those  forms  that  they 
have  exactly  that  inwrmation.  That  was  the  substance  of  the  big 
dispute  that  I  had  with  them  at  that  time.  That's  the  heart  of  the 
issue. 

Mr.  McCoLLUM.  Let  me  ask  you  a  followup  to  that.  It  says  in  the 
same  sentencing  document  just  two  paragraphs  down,  Drogoul 
was  also  questioned  at  length  about  United  States  Government  of- 
ficials, both  elected  and  appointed,  who  might  have  had  some 
knowledge  of  BNL-Atlanta's  unauthorized  lending.  Drogoul  did  not 
tell  anyone  outside  BNL-Atlanta  it  was  the  off-book  operation  or 
the  unauthorized  loans." 

Mr.  Drogoul.  Same  answer  as  the  last  one.  I  repeatedly  was 
trying  to  give  them  names  and  they  wouldn't  listen. 

Mr.  McCoLLUM.  Let  me  ask  you  one  other  question  relative  not 
to  the  issue  of  BNL-Rome  knew  generally  about  it  but  about  the 
question  of  these  documents  that  you  have  been  discussing  and  the 
way  that  they  were  omitted  or  not.  You  said  that  Dr.  Sardelli,  I 
guess  he's  a  New  York  manager,  at  a  given  time  in  this  segment 
that  you  altered  or  omitted  records  to  keep  him  from  seeing  what 
was  going  on  as  I  understand  it. 

Mr.  Drogoul.  That  is  correct. 

Mr.  McCoLLUM.  You  were  testifying,  if  I  am  not  mistaken,  to  us 
today  that  it  was  not  to  keep  Rome  from  knowing,  but  it  was  strict- 
ly to  keep  Sardelli  from  knowing;  is  that  correct? 

Mr.  Drogoul.  When  there  was  a  change  in  administration  in 
Italy  and  when  the  people  with  whom  I  had  open  dialog  in  New 
York  and  in  Rome  were  all  of  a  sudden  out  of  power,  I  found  myself 
in  a  new  situation.  I  didn't  know  what  to  do.  I  didn't  know  who  to 
approach,  and  before  going  to  Mr.  Sardelli,  I  wanted  to  see  on  what 
side  of  the  fence  he  was,  whether  he  was  with  the  previous  admin- 
istration or  whether  he  was  with  the  new  administration.  I  just 
didn't  know. 

So  I  kept  my  distance  from  him  and  I  didn't  give  him  informa- 
tion, and  as  my  relationship  with  Rome  unfolded  even  more  after 
his  arrival,  I  was  told  to  keep  Mr.  Sardelli — let  me  restate  in  it  a 
proper  way.  I  was  told  to  deal  directly  with  Rome  and  to  ignore  Mr. 
Sardelli. 

Mr.  McCoLLUM.  All  right.  Now  at  one  point,  you  did  prepare  a 
memo  to  your  file  for  yourself  and  your  attorneys  in  September 
1989  if  I  am  not  mistaken.  We  apparently  have  a  copy  of  that  that 
was  provided  to  the  government  after  you  had  your  first  guilty  plea 
in  June  1992  when  Judge  Shoob  questioned  you.  That's  what  this 
is  here. 

One  of  the  notes  that  is  taken  that  you  apparently  took  yourself, 
am  I  right  that  these  are  notes  you  made  yourself  to  the  file,  that 
is  the  memorandum?  I  will  be  glad  to  show  them  to  you. 

Mr.  Drogoul.  I  think  these  are  notes  that  were  made  by  my  at- 
torney after  discussions  with  me 

Mr.  McCoLLUM.  All  right. 

Mr.  Drogoul.  In  1989. 
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Mr.  McCoLLUM.  Let  me  quote  from  this,  anyway,  because  I  think 
it  is  relevant  because  this  is  pertaining  to  the  visit  that  you  had 
to  Venice  and  was  apparently  during  this  time  you  testified  earlier 
that  things  broke  loose  back  here  at  home.  You  came  back,  and  if 
you  didn't  say  this,  is  what  it  is  quoted  as  you  saying. 

"During  my  visit  to  Venice,  our  regional  manager  Mr. 
Guadagnmi,"  if  I  am  pronouncing  that  correctly,  "was  criticized  by 
his  superior  for  allowing  the  Atlanta  branch  to  maintain  a  consid- 
erable excess  for  Rafidain  Bank  as  noted  in  the  category  by,  quote, 
Mr.  Guadagnini.  My  regional  manager  is  that  Sardelli.  I  don't 
know  if  it  is. 

Mr.  Drogoul.  No,  I  think  Mr.  Guadagnini  was — I  think  was  the 
regional  manager  at  the  time. 

Mr.  McCoLLUM.  My  regional  manager  sat  down  with  me  there 
and  told  me  to  clear  up  the  problem.  Upon  my  return  to  Atlanta, 
Paul,  Therese,  Robert,  Mela,  and  I  decided  that  the  best  way  to 
hfindle  the  situation  would  be  to  skip  the  excess  amounts  off  the 
books  on  the  last  day  of  the  month.  That  is  on  the  day  the  com- 
puter reports  were  examined  by  Rome. 

Mr.  Drogoul.  Correct. 

Mr.  McCoLLUM.  Why  would  you  have  picked  the  day  that  the 
computer  reports  were  examined  by  Rome  to  skip  the  books  if  you 
weren't  interested  in  keeping  in  this  from  Rome  not  just  Mr. 
Sardelli. 

Mr,  Drogoul.  Because  Mr.  Florio,  who  is  the  person  who  had 
the  conversation  with  Mr.  Guadagnini,  who  is  the  very  person  who 
approved  those  same  loans  for  me  several  months  before.  And  in 
my  conversations  with  him  and  subsequent  conversations — and  in 
my  conversations  with  Guadagnini  and  my  conversations  with  the 
people  in  Rome  about  those  very  loans,  it  was  made  clear  to  me 
that  to  protect  Mr.  Florio  whose  division  was  just  about  to  be  abol- 
ished, I  needed  to  cover  for  him.  And  that  is,  in  essence,  what  I 
did. 

Mr.  McCoLLUM.  You  needed  to  protect  him  from  Rome  seeing 
this;  is  that  correct? 

Mr.  Drogoul.  No,  I  needed  to  protect  him  from  the  politics  that 
erased  him  from  office. 

Mr.  McCoLLUM.  But,  nonetheless,  Rome  would  not  see  it.  And  if 
they  had  seen  it,  then  that  would  have  been  the  problem  for  him; 
is  that  correct?  I  mean,  you — I  asked  the  question  about  why  pick- 
ing the  methods  you  used  to  erase  this  from  the  computer  message 
that  went  back  to  Rome  and  you  are  saying  to  me,  vou  did  that 
to  protect  Mr.  Florio — how  do  you  pronounce  his  name: 

Mr.  Drogoul.  Florio. 

Mr.  McCoLLUM.  Florio.  Am  I  correct  in  that? 

Mr.  Drogoul.  Yes.  But  I  think  what  is  missing  here  is  your  lack 
of  understanding  of  the  politics  of  BNL-Rome.  I  think  that  is — it 
is  not  a 

Mr.  McCoLLUM.  All  right.  I  understand — I  think  I  do  understand 
the  politics  and  I  understand  it's  crazy  over  there  and  it  was  and 
that's  why  they  are  having  all  the  scandals  but  nonetheless,  my 
point  is  not  to  go  back  over  that  explanation,  and  you  have  given 
twice  or  three  time  today,  but  it  was  simply  to  point  out  that,  to 
me,  there  is  an  inconsistency  here. 
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And  I  know  you  have  tried  to  explain,  but  it  just  on  paper  is  an 
inconsistency  that  says  that  you  were  trying — on  the  one  hand,  you 
told  us  to  protect  Mr. — everything  from  Mr.  Sardelli.  but  here  is  an 
instance  where  you  are  telling  us  on  the  other  hand  you  are  really 
work — were  keeping  this  stun  from  Rome  in  order  to  protect  Mr. 
Florio,  so  it  is  all  to  me  very  difficult  to  believe  everything  you  are 
telling  us  today. 

It  does  affect  my  judgment.  I  am  not  saying  you  are  not  telling 
us  all  the  truth.  It  may  all  be  truthful.  In  fact,  I  know  some  of  it 
sounds  to  me  logical,  but  there  are  problems  of  your  credibility  for 
that  reason.  I  think  you  know  that. 

Mr.  Drogoul.  Well,  that's  fine.  I  accept  your  comments,  but  I 
think  you  need  to  understand  the  amorphous  situation  taking  place 
at  that  time  and  perhaps  one  of  the  next  witnesses  will  help  you 
understand  that.  And  also,  please  bear  in  mind  at  all  times  that 
after  1989,  when  I  came  back,  behind  me  and  above  my  shoulder 
also,  I  always  had  three  governments:  The  Iraqi  Government,  the 
Italian  Government,  and  the  United  States  Government  involved  in 
these  things.  And  I  was  not  going  to  try  to  do  anything  that  was 
in  any  way — ^which  in  any  way  would  upset  them. 

Mr.  McCoLLUM.  Were  you  afraid  of  them? 

Mr.  Drogoul.  I  think,  in  a  word,  I  have  to  say,  yes.  I  had  con- 
cern. 

Mr.  McCOLLUM.  Thank  you. 

Chairman  Gonzalez.  Mr.  Schumer. 

Mr.  Schumer.  Thank  you,  Mr.  Chairman,  and  I  appreciate  all 
the  work  you  have  done  in  this  area.  As  you  know,  my  subcommit- 
tee lookea  into  some  of  the  more  judicial  aspects  on  tnis  on  the  Ju- 
diciary Committee  as  well. 

Mr.  Drogoul,  I  guess  what  I  would  say  here  is  that  it  seems  high- 
ly implausible  that  you  would  be  allowed  on  your  own  to  send  this 
huge  amount  of  money  to  Iraq.  Everyone  buys  that,  or  most  people 
buy  that,  unless  BNL  was  quite  a  different  institution,  I  mean, 
than  anything  we  have  ever  known. 

And  you  say  your  story  and  testimony  seem  to  indicate  that's  the 
case,  the  problem  I  think  everyone  has  here,  and  the  frustration  we 
are  all  facing  is  other  than  speculation,  you  don't  deliver  anything 
specific,  a  smoking  gun,  if  you  will,  that  shows  that  to  be  the  case. 

Now,  can  you  give  me  in  not  something  that  you  thought,  you 
surmised,  but  in  tne  most  concrete  terms  possible  now  you  can  con- 
vince us  that  the  Grovemments  of  the  United  States,  Italy,  and 
Iraq,  as  you  put  it,  were  all  behind  you  and  what  you  were  doing 
that  this  was  not  just  a  capitalistic  enterprise  where  you  made  a 
little  money  on  the  side  and  you  are  paying  the  price,  but  this  is 
far  beyond  that.  That's  the  key  question. 

Ana  I  don't — ^you  know,  I  apologize  that  I  haven't  been  here  the 
whole  time,  but  I  have  read  your  testimony  and  heard  recounts  of 
it.  I  think  that's  the  question  most  people  are  asking  here. 

Mr.  Drogoul.  Among  the  documentation  that  we  were  not  able 
to  see  until  the  past  3  or  4  months  because  it  was  not  provided  to 
us  fVom  BNL,  there  was  a  letter.  Actually,  I  am  referring  to  one 
letter,  but  there  were  several  letters  from  grain  companies  to  the 
head  office  of  BNL  after  1989  who  wrote,  excuse  me,  but  we  don't 
understand.  We  have  met  with  you  in  Rome,  we  the  grain  compa- 
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nies  have  met  with  you  in  Rome  on  numerous  occasions  and  ex- 
plained to  you  on  many  times  the  nature  of  the — the  breadth  and 
scope  of  our  relationship  with  BNL-Atlanta.  Now,  all  of  a  sudden, 
you  are  telling  us  that  you  don't  know  anything  about  it. 

Those  are  the  types  of  letters  that  are  only  now  starting — we  are 
only  now  starting  to  get. 

Mr.  ScHUMER.  Do  they  describe  the  breadth  and  scope?  Breadth 
and  scope  can  mean  a  whole  lot  of  things,  means  it  goes  all  the  way 
to  wheat  to  rice  to  sorghum. 

Mr.  Drogoul.  That  letter  does  not,  but  that  statement — we  have 
recently  subpoenaed  and  started  to  obtain  memos  from  the  grain 
companies.  They  were  commenting  and  detailing  what  it  is  in  par- 
ticular they  spoke  to  Rome  about,  and  those  things  they  spoke  to 
Rome  about  are  precisely  the  things  that  we  were  involved  in  that 
were  illicit. 

Mr.  ScHUMER.  You  are  going  to  have  written  documentation  at 
some  point,  you  believe,  that  will  show  that. 

Mr.  Drogoul.  We  have 

Mr.  ScHUMER.  Do  you  have  any  now? 

Mr.  Drogoul.  I  don't  have  with  me  today,  but  we  are  preparing 
a  memorandum. 

Mr.  ScHUMER.  Memorandum,  again,  is  not  the  kind  of  proof  that 
we  are  looking  from  your  lawyer  to  you  that  someone  said  this  or 
whatever  that  would  not  be  admitted  in  a  court  of  law. 

Mr.  Drogoul.  We  are  preparing  a  memorandum  for  the  court  for 
sentencing  which  includes  as  addenda  many  of  those  documents. 

Mr.  Schumer.  Let  me  ask  you  these  questions:  Did  you  ever  talk 
to  a  CIA  agent  who  showed  you  his  or  her  credentials  and  said  I 
am  a  CIA  agent? 

Mr.  Drogoul.  No.  No  one  has  done  that. 

Mr.  Schumer.  Did  you  ever  talk  to  on — did  you  ever  meet  and 
talk  about  these  matters  with  Ambassador  Glaspie? 

Mr.  Drogoul.  No,  I  was  introduced  to  Ambassador  Glaspie  brief- 
ly at  a  cocktail  party,  but  I  never  spoke  to  her  specifically  about 
those  issues.  But  if  I  may  comment 

Mr.  Schumer.  Please. 

Mr.  Drogoul.  Mr,  Dejani  mentioned  to  me  that  he  had  spoken — 
he  and  others  have  spoken  to  April  Glaspie  on  many  occasions 
about  these  very  matters. 

Mr.  Schumer.  OK  Let  me  just  say  again,  I  think  very  few  people 
credibly  believe  that,  Mr.  Drogoul,  you  made  a  decision  on  your 
own  to  send  $5  billion  to  Iraq.  I  think  a  few  people,  but  not  very 
many  believe  that  the  decision  was  made  on  a  purely  economic 
basis,  shall  we  say.  But  until  you  come  up  with  specific,  hard-nosed 
allegations,  as  opposed  to  speculation,  you  are  not  going  to  be  able 
to  make  your  case,  particularly  in  light  of  the  fact  that  by  your 
own,  you  know — ^by  your  own  trial  record,  that  you  have  accepted 
bribes,  and  so  forth,  been  convicted  of  accepting  bribes. 

So  that  is  my  basic  point  to  you,  and  it  is  nice  to  hear  that  you 
think  that  this  and  this  and  this  might  have  happened,  or  this  one 
said  this  to  you,  but  you  are  going  to  need  a  lot  more  than  that 
to  prove  at  least  to  the  country  and  to  the  world  of  the  nefarious 
scheme  that  many  of  us  suspect  might  have  happened. 
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Mr.  Drogoul.  I  agree  with  you.  I  do  and  that  in  fact  is  the  crux 
of  the  problem  that  I  am  having.  However,  in  all  the  things  that 
we  have  examined,  we  never  really  have  taken  a  close  look  at  any 
of  the  documentation  in  Italy  or  interviewed  people  in  Italy  who 
have  corroborated  what  I  have  said.  Now,  recently,  in  the  past,  I 
would  say 

Mr.  ScHUMER.  Why  didn't  you.  Your  whole  life  is  at  stake. 

Mr.  Drogoul.  Because  we  were — only  in  the  past  several  months 
we  were  able  to  elicit  that  information.  My  Federal  defender  was 
good  but  she  wasn't  that  good,  and  she  didn't  really  know  where 
to  strike.  And  it  is  only  in  the  past  several  months  that  we  have 
been  able  to  subpoena  records  from  BNL  which  is  not  very  happy 
about  producing  documents  to  us  and  found  people  in  Italy  who 
were  BNL  employees  and  former  BNL  employees  who  have  cor- 
roborated what  I  have  said.  But  we  are  still  not  finished  with  that. 

Mr.  ScHUMER.  So  it  is  your  belief,  in  any  case,  for  whatever  it 
is  worth,  that  you  will  come  up  with  the  written  documentation, 
the  smoking  gun,  if  you  will,  that  will  prove  your  allegations  to  be 
true  at  some  point  in  your  process  of  discovery;  is  that  right? 

Mr.  Drogoul.  To  the  best  of  our  ability,  we  are  working  to  do 
that,  but  the  focus  is  in  Italy  on  that,  it  is  not  in  the  United  States. 

Mr.  Schumer.  Thank  you,  Mr.  Chairman. 

Chairman  GtONZALEZ.  Thank  you. 

Before  we  recess,  I  am  going  to  ask  the  two  gentlemen  sitting  to 
your  immediate  left  to  identity  themselves.  Are  they  here  accom- 
panying you? 

Mr.  Drogoul.  They  are  my  personal  attorneys,  Mr.  Jim  Tupitza 
on  my  left  and  then  next  to  him  is  Alexander  Murphy,  another  at- 
torney. Mr.  Tupitza  is  really  not  just  an  attorney,  he  is  a  personal 
friend  of  mine  who  became  involved  to  try  to  help  me  when  he 
found  out  that  my  family  and  I  were  really  suffering,  is  a  former 
college  roommate  of  mine. 

Chairman  Go^fZALEZ.  All  right.  We  will  stand  in  recess  for  about 
10  minutes  to  record  a  vote. 

[Recess.] 

Chairman  GONZALEZ.  The  committee  will  please  come  to  order. 

Mr.  Drogoul,  I  am  going  to  go  to  a  fundamental  question  here. 
In  your  testimony,  you  drew  a  picture  of  the  BNL  as  an  unorga- 
nized, often  informal  organization  where  off-book  loans  or  the  gray 
book  as  you  referred  to  them,  were  permitted. 

What  is  difficult  for  me  to  understand  is  that  BNL-Rome  was 
aware  that  you  had  committed  the  bank  to  loaning  Iraq  $2,155  bil- 
lion in  medium-term  loans  without  seeking  collateral  from  Iraq.  In 
fact,  the  medium-term  loans  contained  a  very  low-interest  rate  and 
had  very  generous  repayment  terms. 

The  first  question:  Was  BNL  aware  of  the  details  involving  the 
$2,155  billion  in  MTLs  uncollateralized  loans  to  Iraq  at  such  favor- 
able interest  rates  and  repayment  terms  and  did  you  ever  provide 
BNL-New  York  or  BNL-Rome  with  a  copy  of  the  MTLs  prior  to  the 
BNL  raid  in  August  1989? 

Mr.  Drogoul.  Well,  I  think  to  answer  the  question,  I  have  to  go 
back  to  my  meeting  with  Mr.  Monaco  in  Bagdad  in  1988.  When  he 
was  in  Bagdad  and  Paul  von  Wedel  and  myself  were  in  Bagdad, 
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and  in  our  conversation  he  and  I  discussed  the  reasons  why  we 
were  both  in  Iraq. 

I  expressed  to  him  that  I  was  there  to  negotiate  industrial  loans 
now  that  the  war  was  over.  He  replied  that  he  was  there  to  start 
working  on  the  same  thing  once  he  himself  finalized  administrative 
and  rescheduling  problems  that  he  had  to  deal  with.  And  he  asked 
me  to  go  ahead,  proceed,  and  keep  him  informed  of  what  had  been 
concluded  and  finalized. 

Meanwhile,  he  said  he  would  work  on  his  own  to  get  as  much 
information  from  his  side  as  he  could.  When  I  returned  to  the  Unit- 
ed States,  I  had  a  conversation  with  him  on  the  telephone  and  laid 
out,  more  or  less,  the  nature  of  the  first  agreements — the  first  MTL 
that  we  had. 

Chairman  Gon2LALEZ.  Do  you  recall  the  date  or  approximate 
date? 

Mr.  Drogoul.  That  was  in  Bagdad? 

Chairman  Gonzalez.  Yes,  where  you  met  Mr.  Monaco. 

Mr.  Drogoul.  I  think  it  was  February  1989.  Well,  my  counsel 
says  February  1988. 

Chairman  Gonzalez.  Nineteen  hundred  and  ninety-eight. 

Mr.  Drogoul.  But — I  think— ves,  it  was  February  1988  because 
it  was  prior  to  the  time  that  we  had  completed. 

Chairman  Gonzalez.  The  reason,  it's  important  to  my  mind, 
but 

Mr.  Drogoul.  It  was  1988. 

Chairman  GrONZALEZ.  OK.  You  may  continue. 

Mr.  Drogoul.  And  subsequent  to  that,  once  he  realized — once  he 
realized  that  we  were  involved  in  lending  on  a  medium-term  basis 
to  the  Iraqis,  he — I  don't  want  to  use  the  word  envious.  He  was  try- 
ing to  develop  the  same  kind  of  business  on  his  end,  and  trying  to 
wrap  up  his  administrative  duties  as  much  as  he  possibly  could 
with  a  view  to  establishing  credit  lines  on  his  side. 

Then  the  next  thing,  I  am  just  going  to  touch  upon  the  highlights 
here,  but  you  need  to  remember  I  was  in  contact  with  him  and 
with  others  in  Rome  who  recommended  that  we  engage  in  lending 
to  Iraqi — to  Italian  companies  for  Iraqi  contracts. 

After  a  while,  we  didn't  receive  telephone  conversations  from 
Monaco  anymore — calls  from  Monaco.  We  received  direct  telephone 
calls  from  other  branches  in  Italy,  tell  us  they  had  spoken  to 
Monaco  and  Monaco  had  recommended  that  they  speak  to  us  to  ar- 
range contracts  for  their  customers  with  the  Iraqis,  so  it  was  a  se- 
ries of  events  that  took  place  over  about  6  months'  time. 

To  try  to  answer  your  question  and  be  responsive  directly,  he 
was  aware  of  specifically  of  MTL-I.  He  was  aware  not  of  the  exact 
details  of  MTL-II,  but  he  was  aware  of  the  essence  of  the  agree- 
ment. He  was  aware  of  the  amounts.  He  was  aware  also  of  the 
companies  involved  in  those  transactions,  especially  the  Italian 
ones. 

Chairman  Gonzalez.  And  this  Ted  Monaco  was  the  bank's  offi- 
cial in  charge  of  the  Middle  East,  generally? 

Mr.  Drogoul.  That  is  correct. 

Chairman  Gonzalez.  OK. 

Mr.  Drogoul.  I  think  there  is  another  example  that  I  may  have 
mentioned  in  my  statement  to  you  but  did  not  read  here,  and  that 
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involves  the  bank's  multinational  lending  area  which  developed  a 
relationship  with  Nestle  in  Switzerland.  We  ourselves  had  devel- 
oped a  relationship  with  Nestle.  He  visited  Nestle.  He  returned  to 
Rome,  called  me,  thanked  me  for  all  the  good  work  we  had  done 
in  Iraq  to  help  him  develop  the  relationship  with  Nestle  which  had 
just  bought  Butoni,  the  Italian  pasta  maker. 

Chairman  Gonzalez.  Was  Iraq  eventually  ever  going  to 
collateralize  these  loans? 

Mr.  Drogoul.  Iraq  expressed  the  matter  to  me  in  this  manner — 
the  whole  issue  in  this  manner.  They  did  not  believe  that  the  loans 
would  be  7-  to  10-years  loans.  In  the  discussions  we  had  prior  to 
the  time  that  we  even  negotiated  the  medium-term  lending  agree- 
ments, the  Iraqis  reasoned  that  they  had  approximately,  say,  70  or 
80  billion  dollars'  worth  of  debt.  Of  that,  half  of  it  was  what  they 
characterized  as  inter-Arab  debt  and,  therefore,  not  to  be  paid  until 
it  was  convenient  for  it  to  be  paid.  The  balance  that  they  had  due 
was  about  $35  billion. 

Thirty-five  billion  for  a  country  like  Iraq  is  not  that  much  when 
you  consider  that  Brazil  has  $90  billion  and  Poland  has  $70  billion 
and  Iraq  has  the  resources  to  pay  that  kind  of  debt  over  a  period 
of  time. 

They  told  me  that  they  anticipated  paying  off  a  considerable  por- 
tion of  their  debt  Avithin  4  years  and  that  it  was  entirely  possible 
that  the  medium-term  loans  would  be  prepaid  by  1994.  So  they  did 
not  articulate  that  in  the  documents  themselves,  but  there  was  dis- 
cussion of  that  and  perhaps  my  colleague,  Mr.  von  Wedel,  may  re- 
call something  about  those  conversations  as  well. 

Chairman  Gonzalez.  Yes.  That  was  going  to  be  a  followup  ques- 
tion, but  while  we  have  you,  now,  what  about  the  fact  that  Iraq  in 
the  meanwhile  was  defaulting  with  other  governments,  European 
governments?  Were  you  aware  of  that? 

Mr.  Drogoul.  I  was  aware  that  the  Iraqis  were  rescheduling.  I 
think — really,  I  think  I  was  wondering  whether  I  ought  to  impose 
upon  you  and  try  to  explain  what  I  saw  taking  place  in  Iraq.  And 
what  I  saw  is  the  United  States  relationship  with  Iraq,  if  you  will 
bear  with  me  for  2  or  3  minutes,  I  will  try  to  do  that. 

Chairman  Gonzalez.  Absolutely. 

Mr.  Drogoul.  I  will  start  by  saying  that  I  had  a  conversation 
once  with  a  woman  who  ran  the  grain — not  the  grain  importation, 
but  the  foodstuffs  importation  division  at  the  Ministry  of  Trade. 
Her  name  is  Mrs.  Aziz  and  Mrs.  Aziz  is  the  sister  of  Tariq  Aziz, 
the  Deputy  Prime  Minister  and  the  Foreign  Minister  of  Iraq. 

In  our  conversation,  she  was  lamenting  the  fact  that  Iraq  had 
really  suffered  over  the  1980  to  1987,  1988  period  and  she  equated 
that  war,  the  Iran-Iraq  war  to  be  equivalent  to  our  Vietnam  war. 
She  said  that  Iraq  had  lost  250,000  people  and  that  every  family 
in  Iraq  had  been  touched  by  what  happened  during  those  years. 
They  were  pleased  that  the  war  was  over. 

And  she  said  that  the  war  was — I  don't  want  to  state  that  she 
said  that  the  vvar  was  initiated  at  the  request  of  the  Kuwaitis,  the 
United  States,  and  the  Saudis,  but  they  led  me  to  believe  that  it 
was  the  belief-— she  led  me  to  believe  that  the  Iraqis  continued  in 
their  persistence  of  the  Iranians  in  an  effort  to  destabilize  the  Ira- 
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nians  and  tx)  prevent  fundamentalism  from  flowing  over  into  Ku- 
wait and  Saudi  Arabia. 

And  that  was  the  position  she  said  of  the  United  States  Govern- 
ment and  the  position  of  the  United  States  Government  was  to 
support  Iraq  during  those  years  mihtarily  to  provide  for  a  defense 
necessary  to  defeat  the  Iranians  or  to  prevent  the  Iranians  from 
coming  tnrough. 

Now  that  me  war  was  over,  she  said,  she  was  very  pleased  that 
the  country  would  be  able  to  rebuild  itself  and  she  in  that  con- 
versation and  other  people  with  whom  I  met  at  the  Central  Bank 
at  the  Ministry  of  Industry,  the  Ministry  of  Trade  echoed  the  same 
sentiment,  that  now  the  war  was  over,  they  and  the  Western  world, 
particularly  the  United  States  and  Western  Europe,  would  provide 
the  resources  necessaiy  to  the  rebuilding  of  Iraq  and  for  the  demili- 
tarization, strange  as  it  may  seem,  of  Iraq. 

Another  point  that  was  mentioned  to  me  was  that  Iraq  had  1 
million  people  in  the  Army.  They  want  to  let — release  them  from 
the  Army,  but  those  people  didn't  have  jobs  to  go  to.  So,  therefore, 
it  was  necessary  before  any  kind  of  reduction  in  the  size  of  the 
military  for  the  economy  to  kick  in  again,  and  as  a  result,  these 
individuals  expressed  to  me — ^Mrs.  Aziz  being  one — they  relied  and 
they  are  were  going  to  rely  on  the  United  States  to  help  restore  the 
economy  to  the  level  that  it  should  be  at. 

That,  to  me,  fit  in  with  what  Mr.  Bush  characterized  as  his  at- 
tempt to  bring  Iraq  into  the  Community  of  Nations.  And,  I  said 
to — I  thought  about  this  off  and  on.  I  said  to  myself,  I  know  the 
mechanism  existed  with  regard  to  BNL.  But  I  don't  understand 
why  they  did  it  the  way  they  did  it. 

And  I  have — I  said  to  myself,  if  it  is  true  that  the  United  States 
and  the  West  were  trying  to  draw  Iraq  back  into  the  Community 
of  Nations,  why  did  they  allow  the  procurement  efforts  to  take 
place,  the  opportunity  was  golden  in  1988  for  the  United  States 
and  Germany,  France,  and  England  and  everyone  else  to  step  up 
to  Iraq  and  say,  gentlemen,  we  know  you  need  to  restore  your  econ- 
omy. We  are  going  to  help  you,  financially.  Here  it  is. 

But  we  also  know  that  you  are  involved  in  this  procurement 
basis  and  we  don't  want  you  fooling  around  with  chemical  weapons, 
biological  weapons,  and  nuclear  weapons.  Cut  that  out  and  we  will 
support  you.  But  they  didn't  do  that. 

So  I  have  to  question  even  the  thought  that  the  West  was  trying 
to  bring  Iraq  into  the  Community  of  Nations.  I  really  haven't  un- 
derstood what  the  motivation  is  there. 

Lost  my  train  of  thought.  Must  be  lunch  time. 

That  is  right.  We  were  discussing  the  sense  of  the  repayment. 
The  Iraqis  didn't  feel — they  really  felt  that  they  had  a  lot  of  re- 
sources. They  had  the  ability  to  repay  and  they  wanted  to  expand 
the  economy  and  trade  more  with  United  States  and  trade  more 
with  the  West.  That's  the  impression  that  they  presented  to  me. 
And  hence,  the  MTLs  were  the  justifications  supposedly  for  that. 
But  I  couldn't  understand  why  the  BNL  channel  had  to  be  clandes- 
tine. In  fact,  I  asked  my  counsel  that  only  a  few  days  ago.  And  I 
still  haven't  understood  the  answer. 

Chairman  Gonzalez.  Well,  this  committee  has  adduced  docu- 
mentation and  evidence  showing  some  of  the  surrounding  effects 
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with  respect  to  that  which  puzzles  you,  and  I  guess  rightfully,  so 
it  puzzles  all  of  us.  The  history,  though,  reveals  as  far  as  foreign 
policy  is  concerned,  which  is  another  committee's  jurisdiction,  that 
there  was  good  reason  for  Iraq  to  feel  that  the  United  States  was 
behind  it. 

Because  when  President  Reagan  removed  Iraq  in  1982  from  the 
list  of  terrorist  nations,  it  opened  the  gates  for  the  formation  of  this 
large  commercial  group.  And,  in  fact,  one  of  the  more  prominent  ac- 
tivists in  that  group  is  a  man  of  Arabic  descent  who  later  was  an 
official  of  the  Houston  bank,  First  City,  and  who  headed  one  of 
those  commercial  trips  with  87  of  our  blue  ribbon  industrial  and 
manufacturing  enterprises  comprising  the  group.  But  it  was  be- 
cause the  government's  policy  was  to  stimulate  trade  and  try  to 
seek  favorable  balance  with  Iraq.  But  even  before  the  Reagan  ad- 
ministration in  1980,  the  National  Security  Advisor,  Brzezinski, 
fostered  the  plan  of  stimulating  and  encouraging  Iraq  as  against 
Iran,  even  before  the  outbreak  of  the  war. 

And  then,  of  course,  the  sorry  spectacle  that  has  made  us  the 
laughing  stock  throughout  the  world  of,  on  the  one  hand,  affirma- 
tively and  positively  and  very  strongly  urging  this  commercial 
interchange  with  Iraq,  even  to  the  extent  that  the  CIA  entered  into 
agreements  to  exchange  intelligence  with  Iraq.  And  the  relation- 
ship existed  until  the  summer  of  1990  and  just  prior  to  the  inva- 
sion of  Kuwait  by  Iraq  which  was  the  one  triggering  factor  but 
which,  of  course,  there  again  you  have  all  kinds  of  contradictory 
statements. 

But,  it  all  impacted  this  committee  because  we  also  have  jurisdic- 
tion of  the  Export-Import  Bank  and  the  Export-Import  Bank  be- 
came exposed  to  about  $50  million  on  guarantees  and,  fortunately, 
the  fact  that  the  national  group,  interagency  group  had  members 
representing  the  Federal  Reserve  and  defense  and  all  prevented 
any  further  exposure  of  those  loans. 

But  one  of  the  things  that  had  to  be  observed  was  the  statutory 
requirement  that  the  Export-Import  Bgmk  would  be  limited  in  ex- 
tending the  guarantees  to  those  countries  that  had  a  reasonable  as- 
surance of  repayment.  And  Iraq,  at  that  point,  became  question- 
able. 

I  still  don't  understand,  other  than  the  explanation  you  have 
given  which  I  think  in  the  context  of  the  environment  that  existed 
then.  I  can  understand  that.  And  I  can  understand  the  interpreta- 
tion of  the  head  of  this  Iraqi  agency,  Mrs.  Aziz. 

Now,  as  to  your  assistant — and  I  guess  he  was  your  assistant, 
Mr.  von  Wedel 

Mr.  Drogoul.  Yes,  that's  correct,  my  assistant. 

Chairman  GONZALEZ.  What  about  him,  now,  he  cosigned  the  first 
two,  MTLs,  but  he  refused  to  cosign  the  third  and  the  fourth.  Do 
you  have  any  idea  or  did  he  make  any  statement  with  respect  to 
his  refusal  of  that  third  and  fourth  loan? 

Mr.  Drogoul.  Mr.  von  Wedel  was  not  as  involved  as  I  was  really 
in  the  dialogs  with  Rome.  He  saw  as  no  doubt  my  other  colleagues 
saw  in  Atlanta  only  a  part — they  saw  the  activity  but  they  didn't 
understand  fully  the  activity  or  why  it  was  taking  place. 

And  I  think  Mr.  von  Wedel  didn't  understand  when  we  got  to  the 
third  and  fourth  medium-term  loan  the  nature  of  the  beast.  He 
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didn't  understand  that  Rome  was  suddenly  behind  this  and  I  didn't 
want  to  compromise — I  explained  to  him,  as  best  I  could,  but  did 
not  go  into  too  much  detail  because  without  firsthand  discussions 
with  him,  he  wouldn't  have — ^he  wouldn't  have  accepted  my  expla- 
nations. 

Chairman  Gonzalez,  But,  still,  the  question  remains:  Why  did 
he  refuse  to  sign  the  last  two,  whereas  he  signed  the  first  two? 

Mr.  Drogoul.  Because  the  amounts  were  probably  staggering 
and  they  were — and  they  were  off-book  and  they  were  not  for — -I 
think  I  would  like  for  Mr.  von  Wedel  to  answer  that  question,  but 
as  Mr.  von  Wedel  said  to  me  once,  as  long  as  it  was  CCC-related 
business,  he  didn't  see  any  problem  because  it  was  for  grain  and 
commodities. 

Once  we  started  to  deal  with  industrial  matters,  and  once  he  had 
a  sense  that  there  was  something  perhaps  beyond  just  industrial 
matters  involved,  that  is  to  say  programs  military  involvement,  I 
think  he  didn't  want  to  have  anything  to  do  with  it,  and  I  under- 
stood that.  I,  however,  was  in  a  different  position.  I  was  manager 
of  the  branch.  I  was  responsible  for  all  these  loans.  I  had  the  dialog 
with  Rome  and  our  positions  were  different. 

Chairman  Gonzalez.  Well,  Mr.  Hinchey,  I  noticed  you  have  some 
additional  questions. 

Mr.  Hinchey.  Thank  you,  Mr.  Chairman. 

Mr.  Drogoul,  I  just  want  to  express  my  appreciation  for  the  pa- 
tience and  the  gracefulness  with  which  vou  have  responded  to  the 
questions  that  have  been  put  to  you  today  by  the  members  of  the 
committee:  I  am  interested,  frankly,  in  the  way  you  seem  to  have 
been  manipulated  and  also  in  the  way  in  which  the  Justice  Depart- 
ment of  the  United  States  has  apparently  failed  and,  also,  in  the 
apparent  illicit  use  of  Federal  agencies  to  accomplish  certain  for- 
eign policy  objectives  and  now  apparently  domestic  policy  objec- 
tives. 

Was  there  a  time  when  BNL  provided  more  than  $2  billion  di- 
rectly to  Iraq  specifically  to  a  procurement  network  that  was  de- 
signed to  obtain  certain  kinds  of  weapons,  particularly  chemical,  bi- 
ological, those  kind  of  specific  weapons  systems? 

Mr.  Drogoul.  Are  you  asking  me  whether  or  not  the  medium- 
term  loans  were  specifically  used  for  military  purposes? 

Mr.  Hinchey.  Yes. 

Mr.  Drogoul.  Initially,  when  we — ^you  must  remember,  initially, 
when  we  signed  the  loans  and  became  involved  in  those  loans,  the 
first  agreement  was  signed  by  the  Ministry  of  Trade,  not  by  the 
Ministry  of  Industry.  And,  really,  we  thought  and  Rome  told  us 
that  these  activities  were  for  the  economic  rebirth  of  Iraq. 

And  the  question  was  asked  to  me  earlier  about  the  petrochemi- 
cal plant  that  we  went  to  visit.  Even  when  I  went  to  visit  the  petro- 
chemical plant  in  Basra,  I  really  didn't  think  that  it  had  military 
application.  But  once  I  visited  the  first  or  the  second  Bagdad  mih- 
tary  fair,  that  we  didn't  think  we  were  going  to  be  a  party  to.  But 
all  of  a  sudden,  we  became  a  part  of  and  saw  that  the  companies 
that  we  had  financed  under  the  MTL  Programs  were  all  present  as 
exhibitors  at  the  fsdr.  I  think  then  Paul  and  I  realized  more  or  less 
what  we  were  involved  in. 

Mr.  Hinchey.  When  was  that? 
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Mr.  Drogoul.  When  was  that? 

Mr.  HiNCHEY.  Yes. 

Mr.  Drogoul.  That  was  the  1988 — no,  I'm  sorry.  That  was 
March  1989.  And  that  perhaps  addresses  to  some  extent  Mr.  Gon- 
zalez' question  about  why  Mr.  von  Wedel  may  not  have  felt  com- 
fortable in  the  third  and  fourth  agreement.  We  had  a  sense  as 
things  evolved  that  we  were  moving  toward  the  financing  of  mili- 
tary things.  And  I  wasn't  comfortable  about  it,  but  I  couldn't  do 
very  much  about  it.  I  was  boxed  in.  Paul  was  in  a  lesser  position. 
He  could  revolt  and  he  did. 

I  am  going  to  digress  and  say  BNL  traditionally  has  a  history  of 
financing  military  transactions.  And  in  fact,  in  the  course  of  the 
eighties,  I  thought — and  the  Italian  Senate  has  used  the  word  "rou- 
tine" about  my  filings  of  letters  of  credit  from  the  Italian  Grovern- 
ment  financing  sidewinder  missiles  and  that's  more  or  less  how  I 
felt.  I  really  realized  that  the  Italian  Government  used  BNL  to  fi- 
nance a  lot  of  its  military  transactions,  military  hardware. 

Another  transaction  tnat  comes  to  mind  involves— and  this  was 
in  the  Spider's  Web  recently.  I  have  only  recently  read  about  this, 
but  in  the  book  written  by  Mr.  Freidman  recently,  he  mentions  a 
1985  transaction  that  passed  through  the  Singapore  branch  of  BNL 
involving  cluster  bombs,  I  think,  or  cluster  mines,  all  financed  by 
BNL  for  the  Central  Bank  of  Iraq  in  1985  and  there  is  kind  of — 
if  you  look  at  the  entire  record,  you  see  a  pattern  of  transactions 
where  the  bank  has  been  involved  in  military — in  transactions  of 
financed  military  applications. 

And  to  answer  Mr.  Schumer's  question  when  he  asked  me  earlier 
and  really  made  a  statement,  he  said  until  you  really  investigate 
this  thing  properly,  there  will  be  some  people  out  there  who  will 
not  believe  you.  Unfortunately,  that  is  true.  But  my  defense  team 
has  not  had  the  resources  to  investigate  this  entire  issue  as  it 
needs  to  be  investigated. 

If  there  had  been  an  independent  prosecutor,  I  believe  that 
things  would  perhaps  have  been  different,  but  we  didn't  have  that 
luxury.  So  every  time  we  stumble  across  a  bit  of  information,  we 
use  it.  It  starts  to  fit  a  pattern,  but  it  has  taken  us  a  long  time 
to  come  to  the  conclusions  that  we  finally  come  to.  And  one  of  those 
is  that  BNL  has  always  been  involved  in  transactions  that  support 
its  government  when  it  relates  to  military  matters. 

Mr.  HiNCHEY.  So  after  that  experience  at  the  fair,  you  were  very 
much  aware  that  the  loans  that  were  being  made  through  BNL 
were  in  fact  going  to  purchase,  at  least  in  part,  military  hardware? 

Mr.  Drogoul.  Well,  the  last  agreement  was  for — went  prin- 
cipally to  finance  a  Greneral  Motors-Volvo  truck  plant.  And  at  the 
time  that  the  transaction  was  proposed  to  us  we  thought  that  it 
was  for  a  truck  plant.  But  as  we  thought  about  it  and  we — and 
having  recalled  that  we  saw  a  General  Motors  trucks  at  the  mili- 
tary fair. 

We  had  the  sense  that  it  was  perhaps  military,  but  at  the  time, 
that  was — we  are  not  talking  about  1991  post-Persian  Gulf  war,  we 
are  talking  about  pre-Persian  Gulf  war  when  financing  and  sup- 
porting Iraq  seemed  to  be  the  thing  to  do. 

So  we  didn't  think  there  was  anything  unusual  about  it.  Remem- 
ber, also,  that  this  entire  exercise  was  being  championed  to  a  great 
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extent  by  Rome  officials.  So  we  really  were  just  following  orders  as 
best  we  could. 

Mr.  HiNCHEY.  I  understand  that  you  were — ^you  were  working  for 
a  bank  that  loaned  money  for  various  purposes,  and  that  some  of 
those  purposes  might  have  been  for  military  hardware  in  certain 
circumstances  and  that  that  would  not  be  regarded  by  you  as  being 
entirely  imusual. 

But  I  am  interested  in  how  that  came  about  and  how  you  became 
aware  of  it  and  to  what  extent,  if  any,  you  at  some  point  became 
aware  that  the  Commodities  Credit  Corporation  or  other  U.S.  agen- 
cies were  being  employed  to  help  finance  those  military  purchases? 

Mr.  Drogoul.  Well,  again,  that  was  a  question  that  was  asked 
earlier,  and  I  really  cannot  say  that  I  thought  that  the  grain  that 
was  being  shipped  to  Iraq  through  Jordan  was  being  diverted  for 
the  purchase  of  arms. 

I  mean,  if  you  were  to  ask  me  that  question  2  weeks  ago,  I  would 
have  said  to  you,  I  don't  think  so.  But  after  I  read  the  statements 
by  certain  BNL  executives  on  the  matter  who  have  commented  af- 
firmatively that  in  fact  that  was — BNL  executives,  of  all  people — 
that  that  was  taking  place,  I  can  now  say,  who  really  knows?  And 
the  only  way  to  know  is  to  investigate  the  issue  in  Italy. 

Mr.  HiNCHEY.  How  did  you  become  aware  that  the  Miami  branch 
was  involved  in  the  transaction  with  the  attack  helicopters. 

Mr.  Drogoul.  That  transaction,  if  I  am  not  mistaken,  was  pro- 
posed to  us  initially  and  we  declined  to  do  it  and  I  think  Mr.  von 
Wedel  was  the  one  that  came  to  me  and  outright  said.  These  heli- 
copters, look  at  the  description  of  the  helicopters,  these  are  ar- 
mored-plated helicopters.  They  may  not  have  guns  on  them,  but 
they  are  for  military  purposes.  We  declined  to  handle  the  trans- 
action. 

Mr.  HiNCHEY.  What  was  the  origin  of  that  proposal? 

Mr.  Drogoul.  You  will  have  to  ask  Mr.  von  Wedel.  I  can't  re- 
member. The  origin  of  the  proposal,  I  don't  know.  But  the  trans- 
action itself  involved  Agusta  helicopters,  which  are  Italian  heli- 
copters, Bell  Agusta  helicopters,  and  I  think  our  Miami  office  ulti- 
mately financed  that  transaction. 

Mr.  HiNCHEY.  Did  your  branch  finance  a  transaction  involving 
Sidewinder  missiles? 

Mr.  Drogoul.  We  did.  That  is  one  of  the  transactions  that  rou- 
tinely came  through  the  Atlanta  office.  We  would  receive  periodi- 
cally letters  of  credit  from  the  Italian  foreign  exchange  division  of 
the  Central  Bank  of  Iraq  for  the  Securitv  Assistance  Accounting 
Center  in  Denver,  Colorado,  and  we  could  not  tell  from  the  docu- 
mentation specifically  what  was  being  shipped  always,  but  after  a 
few  bits  of  correspondence  went  back  and  forth  between  the  Em- 
bassy of  Italy  ana  the  military  attache  of  the  Italian  Embassy  in 
Wasnington,  and  the  Security  Assistance  Accounting  Center,  we 
recognized  what  they  were  for,  and  they  would  mention  sometimes 
the  exact  nature  of  tne  goods  being  shipped,  and  on  one  transaction 
the  name  Sidewinder  missiles  popped  out. 

Interestingly,  about  280  of  those  Sidewinders  have  never  been 
accounted  for. 

Mr.  HiNCHEY.  Those  Sidewinder  missiles  were  shipped  from  Col- 
orado? 
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Mr.  Drogoul.  They  were  shipped  from  the  United  States.  The 
letter  of  credit  did  not  call  for  the  presentation  of  a  specific  docu- 
ment showing  where  the  missiles  were  shipped  from;  it  onlv  called 
for  a  document  stating  that  it  was  all  right  for  us  to  pay  letter  of 
credit.  That  document  came  from  the  military  attache  of  the  Italian 
Embassy  in  Washington. 

Mr.  HiNCHEY.  Were  you  informed  as  to  their  ultimate  destina- 
tion? 

Mr.  Drogoul.  No,  I  was  not.  I  assumed  that  they  were  going  for 
NATO  purposes,  but  I  have  since  heard  that  perhaps  they  were 

fjoing  to  another  destination,  and  at  the  risk  of  making  this  sound 
ike  hearsay,  the  country  I  heard  was  Iraq. 

Mr.  HiNCHEY.  Have  you  been  contacted  by  people  who  are  con- 
ducting investigations  of  this  kind  of  activity  at  any  time,  inde- 
pendent investigators? 

Mr.  Drogoul.  You  mean 

Mr.  HiNCHEY.  Whoever  inquired  of  you  as  to  information  that 
you  might  provide? 

Mr.  IJROGOUL.  You  mean  reporters,  you  mean  independent 

Mr.  HiNCHEY.  Yes,  reporters,  people  like  that. 

Mr.  Drogoul.  I  am  in  contact  periodically  with  people  of  that 
sort,  yes.  I  mean,  I  don't  understand  the  question.  The  answer  is 
yes. 

Mr.  HiNCHEY.  Thank  you. 

Mr,  Drogoul.  Simply  because  we  don't  have  the  resources  to  in- 
vestigate everything  that  needs  to  be  investigated  ourselves,  so  if 
we  can  obtain  information  of  a  reliable  source  from  a  reporter,  an 
investigating  group,  we  do  that. 

Mr.  HiNCHEY.  Thank  you  very  much. 

The  Chairman.  All  right.  The  gentleman  from  New  York  raises 
some  very  interesting  aspects  of  this.  At  the  bottom  of  it  all  is  fi- 
nancing banks,  that  is  the  bottom  of  everything.  Wars,  hostage  tak- 
ing, hostage  releasing,  and  while  we  were  pursuing  the  policy  or 
the  change  in  policy  oi  assisting  Iraq  against  Iran,  we  then  get  the 
revelation  in  1986  of  the  TOW  missiles  to  Iran,  proceeds  of  which 
were  going  to  be  used  for  the  Contras  to  evade  congressional  prohi- 
bition. But  at  the  bottom  of  it  is  financing. 

It  is  interesting  that  at  the  same  time  and  during  the  course  of 
that  war,  it  was  a  Silkworm  missile  from  Iraq  sources  that 
torpedoed  the  Stark  with  37  American  sailors  losing  their  lives. 
How  was  that  financed?  That  was  a  Chinese  missile. 

Where  did  the  Chinese  get  the  patent  or  whatever  you  want  to 
call  it,  the  license?  Well,  from  us.  That  was  part  of  the  two  trips 
that  two  Presidents — one  President  on  two  occasions  and  two  Sec- 
retaries of  Defense  made  to  China. 

Was  a  report  ever  given  to  Congress?  No. 

And  the  reason  the  gentleman's  questions  are  very  interesting  is 
because  we  have  still  not  learned  anything.  It  is  still  possible  to 
have  this,  and  in  the  case  of  Churchill  Matrix  in  Ohio,  which  had 
an  account  with  the  U.S.  Army,  the  high  Iraqi  officials  of  intel- 
ligence actually  came  in,  and  through  their  purchase  of  at  least 
better  than  30  percent  of  the  stock,  had  access  to  the  blueprints  of 
the  155-millimeter  casing  which  they  transported  to  Iraq.  All  the 
while,  they  were  seeking  these  other  forms  of  financing. 
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But  nevertheless,  where  were  our  agencies?  Supposedly,  super- 
vising, overseeing,  regulating,  and  trying  to  protect  the  national 
public  interest. 

And  the  reason  for  the  insistence  on  these  hearings  is  to  elicit 
the  information  we  need  to  further  refine  and  perfect  our  regu- 
latory and  supervisory  system  which  at  this  point  is  still  highly 
vulnerable.  And  yesterday's  testimony  I  think  should  be  disturbing 
to  every  one  of  us  here,  and  especially  those  that  were  here  in  the 
last  two  Congresses. 

But  one  final  question.  Have  you  finished? 

Mr.  HiNCHEY.  Yes,  Mr.  Chairman.  Thank  you. 

The  Chairman.  One  final  question  that  I  would  like,  and  I  am 
going  to  ask  un£inimous  consent  for  myself  and  other  members  to 
submit  questions  in  writing  to  you,  that  you  can  reply  to  by  the 
time  you  receive  the  trtinscript  of  the  proceedings  of  this  hearing. 

But  this  question — well,  Mr.  Castle  asked  you  about  your  dual 
citizenship  and  your  father.  He  is  in  Paris,  is  he  not? 

Mr.  Drogoul.  Bordeaux. 

The  Chairman.  Oh,  OK,  Well,  one  thing  that  came  to  our  atten- 
tion some  time  ago  with  respect  to  your  father,  were  you  aware  of 
his  relationship  with  TDG,  the  Technical  Development  Group?  And 
are  you  aware,  or  is  it  to  your  knowledge  true,  that  TDG  gave  a 
$100,000  consulting  fee  to  your  father? 

Mr.  Drogoul.  I  introduced  TDG,  and  in  particular,  Mr.  Habobi, 
to  my  father  on  the  occasion  that  I  was  in  London  to  discuss  some 
project  that  Mr.  Habovi  had  in  mind  for  BNL-Atlanta,  and  on  that 
occasion  he  was  discussing  with  me  the  fact  that  Iraq  was  planning 
to  purchase  an  investment  in  an  iron  ore  facility  in  Mauritania, 
and  just  haphazardly  I  remembered  that  my  father  years  ago  had 
gone  to  Mauritania  and  had  done  some  work  in  that  country  on 
that  particular  facility. 

And  I  remembered  that  my  father  had  said  that  it  was  a  facility 
that  was  old,  it  was — it  would  soon  be  devoid  of  any  valuable  ore, 
and  yet  the  Iraqis  were  planning  to  spend  something  in  the  order, 
I  think  they  mentioned  something  in  the  order  of  $700  million  to 
purchase  that  facility,  because  there  were  close  relations  between 
Mauritania  and  Iraq.  And  in  that  conversation,  I  said  to  Mr. 
Habobi  that  he  really  ought  to  think  twice  about  it  and  he  ought 
to  speak  to  someone  who  knew  exactly  what  that  was  all  about.  He 
seemed  interested  and  asked  me,  and  I  said  I  shouldn't  even  start 
to  do  this,  because  it  involves  a  family  member,  but  if  you  have  in- 
terests, talk  to  him.  Just  call  him  up,  talk  to  him,  and  see  what 
he  says. 

At  that  point  I  called  my  father  right  there  on  the  spot,  men- 
tioned Mauritania,  and  he  said.  Sure,  I  would  be  happy  to  talk  to 
anybody  about  the  Mauritanian  facility.  He  had  in  years  past  done 
a  survey  on  that  very  facility,  and  Habobi  asked  him  to  look  at  it 
and  write  a  report  that  he  could  submit  to  Baghdad  about  it.  Un- 
fortunately, that  report  that  my  father  wrote  apparently  was  not 
very  glowing.  He  recommended  that  they  not  purchase  the  facility 
for  a  lot  of  different  reasons. 

And  that  was — and  the  payment  that  you  are  referring  to,  I  don't 
know  the  amount  of  the  payment,  I  don't  know  the  details  at  all 
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because  it  did  not  involve  me,  but  that  is  really  the  underlying 
source  of  the  payment. 

The  Chairman.  But  you  were  aware  that  Dr.  Safa  Al  Habobi  was 
also  a  highly  placed  military  official  of  Iraq. 

Mr.  Drogoul.  In  the  middle  of  1989,  here  is  what  I  was  told 
about  Mr.  Safa.  I  was  told  that  Mr.  Safa  was  the  check  writer,  I 
think  that  was  the  expression  that  was  used,  he  was  the  check- 
writer  for  Mr.  Hussein,  and  that  whenever  the  Government  of  Iraq 
wanted  to  engage  in  any  sort  of  project,  they  employed  the  services 
of  Mr.  Habobi. 

The  Chairman.  Well,  what  about  Hussein  Kamil?  Did  you  meet 
him? 

Mr.  Drogoul.  I  met  him  on  two  occasions  on  one  visit  while  we 
were  there.  One  occasion  was  a  protocol  visit  where  we  shook 
hands  with  him,  he  explained  to  us  a  little  bit  about  Iraq  and  ex- 
plained to  us  how  grateful  he  was  that  we  were  helping  in  the  re- 
birth of  Iraq  after  the  war,  and  then  downstairs  later  on  that  after- 
noon or  the  following  morning,  I  shook  his  hand  as  he  was  walking 
out  the  door. 

I  think  in  total  the  first  meeting  lasted  30  minutes,  and  the  sec- 
ond meeting  wasn't  really  a  meeting,  it  was  just  a  handshake  as 
we  left — as  he  was  leaving  the  premises. 

The  Chairman.  But  these  two  gentlemen,  very  high-placed  mili- 
tary. Now,  of  course,  they  have  the  Ministry  of  Industry  and  Mili- 
tary Production.  So  you  know,  it  all  depends  on  what  they  are  put- 
ting on  at  what  time.  But  nevertheless,  you  have  answered  the 
question. 

Really  one  final  and  that  had  to  do  with  this  gentleman  I  men- 
tioned in  Houston,  Mr.  Aboud,  and  the  First  City  Bank.  Did  vou 
ever  talk  to  him  about  setting  up  a  $2  billion  industrial  develop- 
ment fund  for  Iraq? 

Mr.  Drogoul.  I  don't  remember  exactly  the  date;  it  may  have 
been — ^maybe  your  records  are  better  than  mine  on  that.  But  it  was 
either  in  late  1988  or  early  1989  that  we  were — ^that  I  was  ap- 
proached by  Mr.  Dejani,  who  sent  me  a  fax  and  indicated  that  he 
was  working  on  putting  together  a  $2  billion  facility  for  Iraq  so 
that  they  could  continue  their  Industrialization  Program. 

He  mentioned  to  me  that  he  had  spoken  to  the  Texas  bank's  rep- 
resentative in  London,  whose  name  escapes  me  at  the  moment,  and 
that  that  individual  had  spoken  to  Mr.  Aboud,  and  that  Mr.  Aboud 
had  plfinned  to  meet  with  me  and  a  few  of  the  Iraqis  on  their  next 
trip  to  the  United  States  to  discuss  the  implementation  of  that 
kind  of  a  facility. 

I  never  finalized  the  meeting  with  Mr.  Aboud  in  Texas,  and  I 
think  the  matter  just  dropped  out  of  sight. 

The  Chairman.  So  you  actually  did  not  meet  with  Mr.  Aboud? 

Mr.  Drogoul.  No,  I  did  not. 

The  Chairman.  AJl  right,  sir.  Well,  really,  before  we  let  you  go, 
there  is  one  more  question. 

There  was  some  plan  to  move  the  Atlanta  agency  to  Chicago,  and 
you  protested  that  on  the  basis  that  the  Atlanta  agency  was  a  very 
profitable  enterprise  yielding  $3  billion  to  BNL.  But  what  appears 
to  be  a  contradiction  there  is  the  role  of  Mr.  Pedde,  to  whom  you 
protested.  Could  you  enlarge  a  little  bit  on  that? 
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Mr.  Drogoul.  Well,  I  think  initially,  I  think  what  you  are  de- 
scribing is  the  tail  end  of  that  entire  set  of  events.  What  took  place 
initially  was  that  I  went  to  New  York  for  a  managers  meeting 
sometime  at  the  end  of  October  1988  I  think.  I  think  that  is  cor- 
rect, and  in  that  meeting  I  had  a  private  meeting,  more  or  less  pri- 
vate, with  Dr.  Pedde  and  a  few  of  his  people,  and  he  asked  me 
where  I  wanted  the  branch  to  be  relocated.  He  said  I  had  been  in 
Atlanta  for  7  years,  it  was  time  for  me  to  develop  business,  and  in 
particular,  since  we  were  developing  so  much  business  with  the  big 
multinationals  in  the  United  States,  it  was  time  for  me  to  move  to 
a  bigger  city. 

He  initially  recommended  New  York,  and  my — even  though  I  did 
want  to  return  to  New  York,  my  inclination  was  not  to  return  to 
New  York  while  Mr.  Sardelli  was  there,  so  I  told  him  that  New 
York  was  not  an  option  at  the  time,  and  he  proposed,  and  he,  that 
is  Mr.  Pedde,  proposed  Chicago.  Well,  which  would  not  have  been 
my  first  choice. 

I  imderstood  in  the  conversation  that  it  was — it  would  represent 
an  enlargement  of  our  activities  in  developing  multinational  busi- 
ness. It  was  an  enlargement  of  the  scope — it  wouldn't  result  in  the 
enlargement  of  the  scope  of  our  Iraqi  activities  also,  I  understood 
that,  and  really,  I  didn't  sense  that  I  could  say  no.  You  know,  when 
your  managing  director  tells  you  Chicago  sounds  good  to  me,  you 
go  to  Chicago.  So  I  had  tentatively  accepted  the  idea  and  returned 
to  Atlanta. 

When  I  returned  to  Atlanta,  virtually  everyone,  except  for  two  or 
three  people  who  were  in  opposition,  Mr.  von  Wedel,  I  think,  ex- 
pressed a  view  that  he  had  worked  for  a  number  of  years  here  in 
Atlanta  and  built  up  the  branch;  he  didn't  see  why  all  of  a  sudden 
he  should  be  forced  to  move  from  the  Southeast  to  Chicago.  Other 
sentiments  were  echoed  which  were  similar,  and  ultimately  those 
people  in  the  branch  decided  that  they  would  not  be  going  to  Chi- 
cago. If  I  was  planning  to  go,  I  would  be  going  alone  with  one  or 
two  people. 

At  that  point  I  expressed  to  Mr.  Lombardi  and  Mr.  Pedde  that 
the  option  that  they  proposed  was  viable,  but  it  wasn't  going  to  be 
viable  in  the  timeframe  that  they  sought,  and  if  they  wanted  us 
really  to  move  to  Chicago,  we  would  have  to  hire  new  personnel, 
because  the  personnel  in  Atlanta  were  not  planning  to  come  with 
me  to  Chicago.  So  I  wrote  a  letter — I  think  that  is  what  you  are 
referring  to — ^telling  Dr.  Pedde  that  there  was  a  need  to  forestall 
the  decision  to  move  to  Chicago. 

The  Chairman.  Thank  you  very  much. 

Mr.  Hinchey,  do  you  have  anything  additional? 

Mr.  Hinchey.  No,  I  do  not,  Mr.  Chairman.  Thank  you  very 
much. 

The  Chairman.  OK  Thank  you  very  much. 

Mr.  Drogoul,  thank  you  very  much  and  your  attorneys.  We  deep- 
ly appreciate  your  cooperation  with  this  committee,  and  we  will 
proceed  in  communication  with  your  attorney  as  you  seek  and  ob- 
tain additional  and  relevant  documentation  with  respect  to  the 
BNL's  activities  in  Atlanta. 

Mr.  Drogoul.  Mr.  Chairman,  thank  you  very  much. 
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The  Chairman.  We  have  our  next  witnesses,  but  we  are  also  on 
notice  that  we  have  a  regular  15-minute  vote,  and  then  imme- 
diately following  that  what  we  call  a  5-minute  vote.  So  it  may  take 
just  a  few  minutes  longer  to  register  the  vote  and  come  back.  The 
Chair  wishes  to  continue  and  call  up  panel  2,  but  if  some  con- 
ference is  desired,  I  would  suggest  a  side  room  where  the  staff  di- 
rector's office  is. 

We  still  have  the  second  panel.  We  have  Mr.  Paul  von — I  pro- 
nounce it  Wedel,  but  it  has  been  pronounced  Mr.  Wedel,  former 
trade  finance  officer  of  the  BNL- Atlanta;  Ms.  Jean  Ivey,  the  former 
lending  officer  of  the  BNL-Atlanta;  Ms.  Mela  Maggi,  former  money 
market  trader  of  the  BNL-Atlanta;  Mr.  Luigi  Sardelli,  is  the  former 
regional  manager  of  BNL's  North-Central  America,  formerly  sitting 
in  New  York,  New  York;  and  Mr.  Giuseppe  Vincenzino,  former  em- 
ployee of  BNL. 

In  case  there  are  some  persons  in  the  audience  that  are  awaiting 
the  Subcommittee  on  International  Development  meeting  that  was 
scheduled  I  believe  at  2  p.m.,  they  will  be  meeting  in  2359,  which 
I  believe  is  Judiciary.  It  is  in  this  general  area  up  on  the  third 
floor. 

In  order  to  expedite  the  proceedings,  because  we  will  have  to  be 
leaving  shortly  to  record  our  votes  and  then  come  back,  I  am  going 
to  ask  the  witnesses  to  stand  and  be  sworn  in. 

[Witnesses  sworn.] 

I  wish  to  again  in  the  name  of  this  committee  thank  each  and 
every  one  of  you  for  cooperating  and  answering  the  summons  in 
our  efforts  to  conclude  our  report  and  perfect  legislation  that  our 
counsels  and  staff  have  been  in  the  midst  of  preparing.  I  believe 
that  in  order  not  to  interrupt  the  testimony  of  any  given  witness, 
we  will  go  on  ahead  and  recess  briefly  to  allow  the  members,  some 
who  may  be  coming  back  after  these  votes,  to  the  committee  room, 
and  those  present,  like  Mr.  Hinchey  and  myself,  to  record  our  vote. 
So  we  will  stand  in  recess  for  approximately  10  or  12  minutes. 

[Recess  taken  at  2:05  p.m.;  reconvened  at  2:30  p.m.] 

The  Chairman.  The  committee  will  come  to  order.  If  there  is  no 
objection,  the  Chair  intends  to  recognize  the  witnesses  in  the  order 
that  I  introduced  you,  so  we  will  recognize  Mr.  Paul  von  Wedel — 
how  do  you  pronounce  it? 

Mr.  VON  Wedel.  I  pronounce  it  von  Wedel. 

The  Chairman.  Von  Wedel,  OK.  We  will  recognize  you  first,  sir. 

STATEMENT  OF  PAUL  VON  WEDEL,  FORMER  TRADE  FINANCE 

OFFICER,  BNL-ATLANTA 

Mr.  VON  Wedel.  Mr.  Chairman,  I  don't  have  anything  prepared, 
any  written  prepared  statement,  so  I  would  be  open  to  any  ques- 
tions that  the  committee  would  have. 

The  Chairman.  All  right,  sir. 

Mr.  VON  Wedel.  At  this  point,  if  you  would  like,  I  would  expand 
upon  some  of  the  things  that  Mr.  Drogoul  commented  on,  if  that 
would  be  helpful. 

The  Chairman.  If  you  wish  to  give  a  verbal  extemporaneous 
opening  statement,  that  is  fine.  If  you  would  rather  defer  until  we 
hear  from  the  other  witnesses  to  see  if  they  have  testimony  to  give, 
and  then  go  into  the  question  period,  either  way.  But  if  you  wish 
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to  make  a  brief  comment  in  the  nature  of  a  verbal  statement  in 
lieu  of  a  written  statement,  that  is  fine. 

Mr.  VON  Wedel.  Well,  I  don't  have  any,  so  I  will  defer  until  the 
questions. 

The  Chairman.  Fine.  Thank  you,  Mr.  von  Wedel. 

Mr.  Sardelli. 

STATEMENT  OF  LUIGI  SARDELU,  FORMER  REGIONAL 
MANAGER,  BNL-NEW  YORK 

Mr.  Sardelli.  Mr.  Chairman,  I  am  here  today  with  mixed  feel- 
ings, if  I  may  say  so. 

The  Chairman.  Pardon  me? 

Mr.  Sardelu.  I  am  here  today  with  mixed  feelings. 

The  Chairman.  I  understand. 

Mr.  Sardelli.  On  the  one  hand,  I  am  here  in  one  of  the  Halls 
of  the  Congress  of  the  United  States  of  America,  the  land  of  the 
free  and  the  brave,  and  I  thank  you  for  that.  This  is  the  land  to 
which  my  wife  of  34  years  and  I  contributed  three  American  citi- 
zens, one  of  whom  was  of  the  right  age  to  go  to  war  during  the  Gulf 
war,  should  the  need  for  his  country  have  risen  to  resort  to  the 
draft.  On  the  other  hand,  I  am  worried.  Italy,  the  country  that  gave 
me  birth  is  not  going  through  the  best  of  times,  euphemistically 
speaking.  And  I  am  worried  that  whatever  I  am  going  to  say  will 
be  construed  as  a  disservice  to  that  country  by  the  people  who  ha- 
bitually are  self-appointed  keepers  of  the  medals  of  merit  or  de- 
merit which  they  distribute  in  accordance  with  their  whims  and  in- 
variably to  the  wron^  person. 

Let  it  be  known,  if  I  may,  Mr.  Chairman,  that  historically  my 
family  has  huge  ties  with  Italy.  Without  being  a  convict,  my  father 
spent  8  years  in  jail  and  confinement.  He  was  fighting  tyranny.  My 
uncle,  he  went  17  years  in  exile.  He  was  no  crook.  He  was  one  of 
the  last  members  of  the  Italian  Parliament  who  in  1926  stood  tall 
against  Fascism  on  the  Italian  Hill.  My  father  was  the  first  mayor 
after  liberation  of  Italy's  temporary  capital  city. 

I  was  an  interpreter  with  the  allied  military  government  aft^r  I 
had  spent  some  time  imderground  helping  mv  father  fighting  the 
Fascists  first  £md  the  Communists  later,  and  it  cost  the  family's 
fortune.  My  father's  fellow  citizens  rewarded  him  (and  that  is  abso- 
lutely all  he  got  in  return  for  21  years  of  deadly  struggle)  by  nam- 
ing one  of  his  hometown  streets  after  him.  I  went  to  work.  I  paid 
my  way  through  college,  working  anywhere  between  14  and  16 
hours  per  day  to  honor  Doth  commitments. 

When  I  finished  my  college  year's  summa  cumma  laude  and  fin- 
ished my  master,  the  chairman  of  the  financial  and  fiscal  policies 
department  of  my  alma  mater  offered  to  me  to  be  his  assistant.  I 
accepted  the  position,  except  that  later  BNL  came  since  they  were 
looking  for  people  of  that  nature.  I  accepted  a  training  position  at 
BNL  which  was  not  handed  to  me,  which  came  to  me  out  of  my 
strive  for  excellence,  which  I  think  is  not  only  right,  but  is  also  a 
dutv,  because  if  we  want  excellence  in  somebody  else's  house,  that 
is  cneap  talk,  isn't  it? 

The  Honorable  Judge  Shoob  spoke  lately  about  cultures.  Being 
the  gentleman  that  he  is,  he  undoubtedly  knows  what  he  is  talking 
about.  What  is  allowed  here  is  not  allowed  there.  What  is  legal 
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here  is  not  legal  there.  In  my  opinion,  the  only  two  components 
that  don't  change  in  the  BNL- Atlanta  scam  are  truth,  which  invari- 
ably hurts,  and  the  global  financial  economy  that  ends  as  soon  as 
problems  arise. 

This  much  having  been  said,  I  thank  you  for  your  attention,  your 
patience,  and  for  the  minutes  that  I  wasted  talking  about  my  per- 
sonal matters.  Let's  see  whether  we  can  talk  about  the  truth  with- 
out hurting  too  much. 

There  is  no  malice  in  what  I  am  saying,  in  what  I  will  be  saying. 
There  can't  be:  I  am  a  Knight  of  the  I^public  of  Italy  and  1  am 
only  calling  the  shots  as  I  see  them,  as  they  came  to  me,  and  as 
I  tried  to  manage  the  way  that  they  came.  I  am  also  sorry  for  im- 
posing upon  you  my  accent,  which  doesn't  make  a  native  of  me  by 
any  stretch  of  the  imagination,  right?  So  if  I  am  not  too  clear, 
please,  interrupt  me. 

The  Chairman.  We  will. 

Mr.  Sardelli.  The  first  question  that  you  asked  me  is:  "What 
were  your  duties  at  BNL?"  As  the  excerpts  fi:*om  a  bank's 
memoradum  dated  March  1989  shows,  I  was  1  of  11  of  BNL  joint 
central  managers  up  to  July  11,  1989  when  I  left  the  bank  over  ir- 
reconcilable differences  with  both  the  chairman  and  the  managing 
director,  represented  by  divergence  of  philosophies,  strategies,  and 
management  of  the  bank's  resources  and  assets,  especially  abroad, 
where  I  had  spent  18  of  my  33  years  of  service  at  the  bank;  18  of 
those  years  had  been  spent  in  the  United  States  of  America.  To 
give  an  example  of  the  differences,  in  March  1989  they  would  have 
liked  me  to  direct  the  Los  Angeles  branch  to  engage  in  real  estate 
and  more  CCC  financing. 

Contrary  to  the  uneducated  guess  of  people  whose  primary  busi- 
ness has  lately  been  twisting  the  truth,  mine  was  not  a  middle 
management  position.  As  a  matter  of  fact,  it  was  one  of  only  four 
positions  in  the  management  of  the  bank  expressly  mentioned  and 
covered  by  the  then  BNL  by-laws.  From  July  1987  through  March 
10,  1989,  the  day  that  the  then  managing  director  openly  made  his 
decision  to  remove  me  from  New  York;  a  decision,  the  propriety 
and  wisdom  of  which  on  July  4,  1989  I  contested  in  front  of  the 
labor  magistrate  in  Rome,  Italy  (where  I  also  lodged  for  the  record 
correspondence  showing  that  I  had  alerted  BNL-Rome  of  high 
irregularities  in  my  area). 

BNL's  regional  manager  and  executive  vice  president  for  North- 
Central  America,  then  comprised  of  five  branches  and/or  agencies, 
four  representative  offices,  one  affiliate  bank,  one  trading  company, 
one  company  for  the  issuance  of  commercial  paper.  The  area  also 
encompassed  one  offshore  finance  facility  (Curacao),  in  which,  how- 
ever, I  was  never  allowed  to  play  a  role. 

I  came  to  New  York  on  July  4,  1987  on  an  urgency  basis  to  re- 
place my  predecessor  who  had  been  in  the  same  position  for  18 
years.  Needless  to  say  that  everybody  at  BNL  had  known  for  years 
that  he  was  going  to  retire  on  July  17,  1987,  but  chose  to  do  noth- 
ing until  the  last  day. 

I  came  to  the  management  of  the  area  of  North  America,  having 
left  the  management  of  the  area  of  the  Far  East  and  Australia  that 
I  had  created  out  of  nothing  during  my  5-year  tenure.  When  I  left 
there  the  bank  had  one  merchant  bank  with  2  branch  offices  for 
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a  total  of  11  offices  between  branches  and  financial  offices.  Span- 
ning from  China  to  New  Zealand  and  from  Pakistan  to  Japan,  it 
encompassed  something  like  17  countries,  2  territories,  and  half 
the  population  of  the  world.  I  was  enjoying  it. 

And  yet  at  the  end  of  June  1987,  then,  M.D.,  Prof  F.  Bignardi, 
told  me  that  I  had  to  come  to  the  United  States  of  America  because 
every  time  that  he  mentioned  my  name  in  New  York,  he  thought 
it  was  the  name  of  an  Italian  laxative  because  everybody  was  run- 
ning for  cover.  I  told  him  that  I  didn't  consider  it  a  compliment. 
But  since  he,  like  other  managing  directors,  could  not  speak  Eng- 
lish, he  thought  that  he  wanted  to  have  a  firsthand  idea  of  what 
was  happening  from  a  reliable  man. 

Little  did  he  know  that  3  months  after  he  had  appointed  me,  he 
was  appointed  someplace  else.  A  politician  had  in  fact  readjusted 
the  dunes  of  the  Italian  financial  landscape  and  Prof  Bignardi  has 
moved  someplace  else.  Thus,  almost  immediately  after  mv  arrival 
in  New  York,  I  was  notified  that  due  to  the  appointment  of  the  new 
managing  director  (Mr.  G.  Pedde,  who  had  been  appointed  to  that 
position  after  2  hours  of  conversation  with  the  then  Minister  of 
Treasury,  when  it  usually  took  between  6  months  and  2  years),  the 
duties  so  far  discharged  by  the  regional  manager  would  be  dras- 
tically reduced  and  changed. 

By  the  way,  I  don't  know  how  much  you  follow  things  Italian.  If 
you  read  their  newspapers  today,  you  will  find  that  whomever  was 
in  power  yesterday  is  having  today  a  few  mishaps  and  bouts  with 
justice. 

At  any  rate,  he  was  appointed  managing  director  of  the  bank  and 
proclaimed  immediately  that  the  only  "quality"  he  recognized  was 
loyalty  to  him.  He  claimed  that  he  was  the  relative  of  a  number 
of*^ people,  all  of  them  in  power  then,  including  Mr.  F.  Cossigo,  the 
President  of  the  Italian  Republic.  He  claimed  to  me  that  he  was 
also  the  cousin  of  Mr.  Berlinguer,  the  then  powerful  head  of  the 
Italian  Communist  Party.  In  fact,  Berlinguer  and  Cossiga  were 
cousins.  Whether  or  not  Pedde  was  the  cousin  of  these  two  people, 
I  don't  know.  He  told  me  so.  He  expected  me  to  drop  dead  at  the 
revelation,  which  I  didn't. 

As  I  was  saying,  the  duties  so  far  discharged  by  the  regional 
manager  of  the  N.  &  C.  America  would  be  drastically  reduced  and 
changed  from  a  situation  where  each  of  the  branch  and/or  affiliate 
managers  and  personnel  were  directly  answerable  to  the  regional 
manager  (whose  staff  then  numbered  about  37  people,  including 
the  regional  comptroller  and  the  regional  auditor),  to  a  new  format 
that  would  call  for  the  New  York  branch  to  perform  the  role  of  the 
mother  branch  to  Chicago,  Los  Angeles,  Miami,  and  Atlanta,  which 
ancillary  branches,  if  we  may  designate,  or  peripheral — let's  agree 
on  one  term — which  peripheral  branches  or  agencies  were  going  to 
answer  to  the  New  York  branch,  the  mother  branch. 

Whereas  this  was  the  new  format  for  the  New  York  branch,  the 
regional  management  staff  had  to  be  reduced  from  37  to  1,  exclud- 
ing the  regional  manager.  Since  by  now  (October,  November  1987) 
I  was  the  only  survivor  in  BNL's  central  management  with  any  for- 
eign experience  and  any  command  of  the  language,  I  was  afforded 
the  honor  of  giving  the  final  revision  to  the  draft  of  the  corporate 
resolutions  to  be  adopted  for  the  change  that  had  to  occur  in  the 


62 

area.  Since  mine  was  the  last  revision,  mine  is  also  its  authentic 
interpretation. 

I  returned  it  with  my  corrections,  accompanied  by  a  letter  dated 
December  29,  1987  which  nobody  wants  to  read  now,  that  in  clear 
terms  told  the  managing  director  that  we  were  entering  into 
untested  territories,  that  judging  from  the  dismal  situation  in  the 
area,  it  would  take  me  anywhere  between  12  and  18  months  to  im- 
plement the  new  format. 

It  had  taken  the  usual  big  fee  consulting  firm  2V2  years  to  con- 
coct the  medicine.  Everybody  who  has  converted  into  action  a  new 
plan  knows  that  it  needs  a  timelag  within  which  he  has  to  phase 
out  the  old  and  put  in  the  new. 

I  told  the  M.D.  through  the  appropriate  channels  that  as  far  as 
I  was  concerned,  I  thought  that  it  would  take  12  to  18  months,  to 
implement  the  new  format  depending  upon  the  caliber  of  the  man 
that  the  Rome  headquarters  was  going  to  send  to  New  York  to 
cover  the  position  of  the  New  York  branch  manager.  The  one  that 
was  there  in  December  1987  and  had  been  there  for  the  last  18 
years  was  about  to  retire  (January  18,  1988),  which  means  that  al- 
most simultaneously  the  regional  manager  and  the  branch  man- 
ager of  the  now  mother  branch  would  have  been  changed.  I  told  H. 
O.  Rome  that  if  the  man  who  was  coming  to  New  York  was  (as  it 
happened  to  be)  that  which  had  been  rumored — ^he  had  never  held 
a  management  position,  did  not  know  a  word  of  English,  also  dif- 
ficulties with  technicalities,  was  long  on  name  ratner  than  sub- 
stance, had  been  promoted  three  times  in  6  months  whereas  at 
BNL,  it  really  took  a  genius  to  make  it  in  3  years,  then  surely  he 
was  inadequate  for  the  position  that  he  was  going  to  cover.  Except 
that  Pedde's  party  protege  he  came. 

I  also  said  in  my  letter  that  I  would  have  difficulties  in  giving 
a  New  York  headhunter  the  job  of  finding  a  man  for  that  position. 
The  new  format  also  allowed  each  and  every  one  of  the  three  divi- 
sions, the  commercial,  the  financial,  and  the  administrative  divi- 
sion, into  which  all  the  branches  had  been  partitioned,  to  directly 
liase  with  the  corresponding  division  at  the  Rome  head  office  level, 
thus  bypassing  the  New  York  branch  manager,  let  alone  the  re- 
gional manager.  To  add  to  the  confusion,  a  letter  dated  June  1988, 
signed  by  both  the  chairman  and  M.D.  authorized  any  branch  man- 
ager, domestic  or  foreign,  to  liase  directly  with  H.  O.  Rome. 

Excuse  me.  Am  I  clear?  Am  I  going  too  fast? 

The  Chairman.  I  am  following. 

Mr.  Sardelli.  Because  I  mean  I  understand  that  I — ^but  I  can 
talk  only  about  the  things  that  I  know.  Maybe  to  the  chagrin  of  the 
people  who  would  like  me  to  talk  about  other  things,  but  I  don't 
know  them  and  I  refi^gdn  from  talking  about  what  I  don't  know. 

To  me  the  new  format  was  fi'ightening.  It  meant  that  the  chain 
of  command  was  somehow  being  dented.  Like  I  had  always  been 
fii^ightened  by  the  bank's  by-laws  here  it  ^ave  the  managing  direc- 
tor the  power  to  authorize  lending  for  unlimited  amounts  when  the 
executive  committee  was  not  in  session,  with  the  only  covensmt 
that  he  had  to  report  his  action  to  the  executive  committee.  I  am 
not  suggesting  anything  improper,  I  am  reading  the  by-laws. 

The  resolution  changing  the  format  of  the  area  was  adopted  on 
January  20,  1988,  and  it  was  brought,  to  my  knowledge  in  Feb- 
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ruary  1988  upon  my  returning  from  yet  another  trip  to  Australia 
where  I  was  still  cleaning  the  mess  created  in  the  bank's  merchant 
affiliate  by  the  protege  of  BNL's  then  chairman  of  the  board.  The 
January  1988  resolution  was  meant  to  remove  me  from  each  and 
every  operative  task  or  duty  which  was  transferred  on  to  the  New 
York  branch  manager,  a  position  from  which  I  was  kept  far  away, 
covered  until  July  1989  by  Messrs.  F.  Misasi,  S.  Felori  (as  acting 
manager),  and  C.  Vecchi  in  that  order. 

Before  I  came  in  front  of  this  distinguished  committee,  I  thought 
that  in  the  interest  of  speed  I  might  have  used  an  EngHsh  trans- 
lation of  the  corporate  resolution  which  I  am  referring  to  as  it  ap- 
peared in  the  Acts  of  Parliament  of  the  Senate  of  the  Italian  Re- 
pubHc  translated  into  English  and  which  found  its  way  in  the 
"Lacey  papers,"  of  which  I  barely  knew  the  existence  until  Chair- 
man Gonzalez  called  my  attention  to  it  with  his  letter  of  October 
19,  1993. 

To  the  best  of  my  knowledge  and  belief,  I  say  that  that  trans- 
lation is  so  full  of  inaccuracies  that  in  the  end,  one  is  left  with  the 
uneasy  feeling  that  somebody  may  have  tried  to  rewrite  history  in 
an  attempt  to  reallocate  responsibilities. 

I  think — ^here — what  is  in  red  in  my  opinion  is  not  accurate.  And 
I  am  talking  about  the  translation.  No  malice  intended,  the  trans- 
lation is  inaccurate. 

And  also  when  we  point  at  some  of  the  not-so-microscopic  inac- 
curacies after  all,  unless  one  is  here  at  the  hearing  today,  unless 
you  are  at  a  court  of  law  where  these  things  are  extensively  dealt 
with,  who  is  going  to  know  that  the  following  statement  contained 
in  the  translation  is  untrue? 

Quote,  on  January  7,  1988,  the  BNL  board  of  directors  passed 
the  resolution  in  reaction  to  the  Atlanta  affairs.  Unquote.  Should 
I  repeat  it  again,  Mr.  Chairman? 

Chairman  Gonzalez.  Please. 

Mr.  Sardelu.  A  BNL  board  resolution  dated  January  7,  1988? 
It  was  also  dated  January  20,  as  a  matter  of  fact.  I  have  the  Italian 
version.  With  a  signature  of  the  man  that  was  to  be — had  to  be  the 
New  York  branch  manager.  The  translation  says,  quote.  On  Janu- 
ary 7,  1988,  the  BNL  board  of  directors  passed  a  resolution  in  reac- 
tion to  the  Atlanta  affair.  Unquote. 

January  7,  1988?  In  reaction  to  the  Atlanta  affair?  Everybody 
knows  that  the  Atlanta  scam  was  uncovered  in  August  1989.  That 
translation  continues:  Quote  This  change  was  meant  to  be  experi- 
mental. Unquote.  That's  a  lie.  Was  toying  with  the  life  of  300  fami- 
lies? 

This  is  a  very  untrue  statement,  Mr.  Chairman.  It  was  never  told 
to  me  like  that.  On  the  contrary,  all  subsequent  correspondence 
shows  that  the  change  was  as  permanent  as  an  epitaph  on  a  tomb- 
stone. Had  not  the  change  been  permanent  I  could  have  packed  my 
family's  belongings  and  I  would  have  gone  back  to  Rome  then  in 
January  1988.  Wnen  there  was  still  ample  time  for  no  hard  feel- 
ings. 

I  tried  to  contact  Webster's,  to  make  them  aware  that  according 
to  the  translation,  "synergies"  became  "harmonious  interactions." 

I  question  the  propriety  of  having  left  unchallenged  in  the  trans- 
lation the  statement  of  one  of  the  New  York  branch  managers,  that 
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he  refused  to  supervise  the  area  branches  because  the  Jcinuary  20, 
1988,  board  resolution  had  not  been  followed  by  the  implementa- 
tion action,  which  is  not  true.  In  the  first  place,  he  had  been  hired 
precisely  to  do  that,  so  he  would  have  had  instructions  directly, 
from  Pedde. 

Second,  never  before  had  he  managed  a  branch,  let  alone  a  moth- 
er branch  so  that  it  is  safe  to  say  that  he  did  not  know  where  to 
start.  You  have  only  to  look  at  all  the  order  of  service  dated  Octo- 
ber 1988,  which  I  issued,  to  realize  that  this  statement  is  simply 
not  true. 

Finally,  the  Senate  papers  as  translated,  because  I  am  talking — 
excuse  me.  I  am  talking  about  the  translator.  I  am  not  talking 
about  the  Senate  committee  yet.  That  is  clear,  isn't  it,  Mr.  Chair- 
man? But  then,  the  translation  of  the  Italian  Senate  papers  came 
into  the  Lacey  report  and  when  garbage  goes  in,  garbage  goes  out. 
And  this  is  unedited  garbage  the  way  I  see  it. 

So,  the  Italian  senate  papers  as  translated,  give  credit  to  the  fan- 
tasy that  the  chan^je  was  meant  to  be  experimental.  It  sounds  as- 
tonishing. In  all  fairness  to  the  translators,  I  must  say  that  theirs 
is  an  horrendous  task. 

Let  me,  Mr.  Chairman,  mention  the  most — the  simplest  financial 
instrument.  I  am  talking  about  a  "check."  Here  it  is  the  check. 
Over  there  it  is  an  "assegno."  How  dramatically,  how  monu- 
mentally diflFerent  the  legislation  that  governs  those  instruments. 
Here,  in  the  United  States  of  America  a  "check"  is  merely  an  order 
that  I,  the  depositor,  give  to  my  bank.  I  can  countermand  it  any 
time  that  I  want.  In  6  months  it  is  going  to  be  stale.  I  don't  even 
have  to  stop  payment  on  it. 

In  Italy,  the  "assegno"  is  an  abstract  title,  that  is  an  instrument 
disconnected  from  the  transaction,  so  that  unless  very  exceptional 
circumstances  arise,  a  bank  will  not  be  in  the  position  not  to  honor 
it  because  the  depositor  can't  stop  its  payment.  When  the  trans- 
lator translates  "check,"  in  Italy,  they  understand  "assegno"  and 
unless  you  know  both  commercial  laws,  the  confiision  obviously 
arises. 

But  anyhow,  what  I  want  to  really  say  is  this,  that  if  I  take  the 
Italian  translation  of  September  1988  auditing  reports  on  Atlanta, 
those  that  surfaced  in  Rome  on  July  10,  1989  almost  on  the  day 
that  I  was  leaving  the  bank,  I  must  admit  that  if  I  had  to  make 
up  my  mind  on  what  was  going  on  in  Atlanta  from  those  trans- 
lations, I  can  assure  you  I  would  have  been  totally  at  a  loss  so 
much  were  they  incomprehensible  in  Italian  to  me. 

I  can  assure  you,  Mr.  Chairman,  I  know  better  Italian  than  Eng- 
lish. True  that  those  reports  in  English  landed  at  the  head  office 
around  March  1989  at  tables  manned  by  people  who  supposedly 
knew  English.  His  boss,  Lombardi's  boss,  said  that  they  were  on 
Lombardi  s  desk.  But  this  is  something  that  I  left  for  you  to  further 
investigate  or  something  to  that  effect. 

I  will  now  turn  to  question  number  two.  Sorry.  I  shouldn't  say 
these  things.  If  at  any  time  you  feel  that  you  should  interrupt  me 
and  give  other  witnesses  the  benefit  of  it,  I  understand. 

Chairman  Gonzalez.  If  it  would  be  possible  to  summarize,  be- 
cause we  still  have  other  witnesses. 

Mr.  Sardelli.  I  still  have  things. 
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Chairman  GohfZALEZ.  You  still  have  three  more  questions.  But 
let  me  break  at  this  point  and  we  can  come  back  to  you.  We  have 
got  to  move  on.  If  you  would  be  willing  to  present  for  the 
record 

Mr.  Sardelu.  I  would. 

Chairman  Gonzalez.  Copies  of  the  resolution  and  the  mail  of  the 
Lacey  report  and  also  you  mentioned  the  fact  that  there  was  a  prof- 
it resolution  of  January  7,  1988. 

Mr.  Sardelu.  There  never  was,  at  least  not  to  my  knowledge. 

Chairman  GtONZALEZ.  Well,  whatever  documentation  you  can 
present,  we  will  place  it  in  the  record  at  this  point. 

Mr.  Sardelu.  What  I  can  do  is  go  quickly  through  the  questions 
that  you  posed,  Mr.  Chairman,  if  you  so  wish.  Otherwise,  I  can 
pass  my  turn.  I  answered  your  questions 

Chairman  Gonzalez.  Fine. 

Mr.  Sardelu.  As  thoroughly  as  I  could. 

Chairman  Gonzalez.  Since  we  propounded  the  questions  pretty 
much  the  same  to  all  the  three  witnesses,  why  don't  you  allow  us 
to  go  on  ahead  and  complete  recognizing  the  other  witnesses,  then 
we  will  come  back  and  in  the  meanwhile,  you  might  have  some 
thoughts  that  you  might  want  to  add  to  your  statement  later  on. 

Mr.  Sardelu.  Yes,  sure.  Thank  you. 

Chairman  Gonzalez.  Comprende? 

Mr.  Sardelu.  Comprendo. 

Chairman  Gonzalez.  Ms.  Ivey. 

STATEMENT  OF  JEAN  IVEY,  FORMER  LENDING  OFFICER,  BNL- 

ATLANTA 

Ms.  Ivey.  Yes,  sir,  Mr.  Chairman. 

Do  you  want  me  to  explain  to  you  my  duties  at  BNL? 

Chairman  Gonzalez.  Well,  you  received  pretty  much  the  same 
questions.  If  you  wish  to  give  a  preliminary  statement,  summariz- 
ing your  knowledge  in  general  and  answering  those  questions 
which  were  really  directed  to  your  duties  as  a  bank  official,  if  you 
wish,  it  would  be  in  order. 

Ms.  Ivey.  I  was  a  business  development  officer  responsible  for 
generating  profits  through  domestic  credit  lines.  I  had  a  territory 
that  included  five  States,  including  Georgia.  And  my  customers 
ranged  from  Fortune  1000  companies  to  small  business  owners. 

I  wrote  proposals,  created  financial  spreadsheets,  and  established 
lines  of  credit  to  customers  and,  in  addition,  I  accepted  Eurodollar 
deposits  for  accounts  wherein  a  relationship  was  established.  Basi- 
cally, I  was  a  business  development  officer. 

Chairman  GtONZALEZ.  Before  you  worked  for  this  bank,  what  was 
your  experience? 

Ms.  Ivey.  I  worked  for  2  years  at  Barclay's  Bank  International. 

Chairman  Gonzalez.  Were  you  with  Barclay's  at  the  same  time 
that  Mr.  Drogoul  worked  for  Barclay's? 

Ms.  Ivey.  Yes,  sir.  Not  the  exact  same  years,  but  he  was — ^he 
worked  there. 

Chairman  Gonzalez.  I  see.  All  right. 

Ms.  Maggi.  We  will  recognize  you  now. 


66 

STATEMENT  OF  MELA  MAGGI,  FORMER  MONEY  MARKET 

TRADER,  BNL-ATLANTA 

Ms.  Maggi.  I  do  not  have  any  prepared  remarks  for  you.  I  can 
briefly  tell  you  what  my  duties  were  at  BNL. 

Chairman  Gonzalez.  If  you  please. 

Ms.  Maggi.  I  was  a  money  market  dealer  which  meant  that  I 
was  responsible  for  funding  the  loan  portfolio,  managing  the  mix- 
ture of  assets  to  liabilities  tnat  they  should  be  well  matched. 

Chairman  Gonzalez.  That's  a  substantial  position. 

Mr.  Vincenzino. 

STATEMENT  OF  GIUSEPPE  VINCENZINO,  FORMER  EMPLOYEE, 

BNL 

Mr.  Vincenzino.  Mr.  Chairman,  I  would  be  very — I  don't  have  a 
statement  because  only  yesterday  I  received  the  request  for  a  writ- 
ten statement,  so  I  apologize.  And  I  would  be — I  will  tell  you  in  a 
second  what  I  have  been  doing  for  the  bank,  for  my  previous  em- 
ployer. 

Let  me  say,  however,  if  you  allow  me,  that  I  do  not  work  any- 
more for  Banca  Nazionale  Del  Lavoro  and  I  regret  it,  and  I  regret 
it  because  the  years  I  was  working  for  Banca  Nazionale  Del 
Lavoro,  I  was  proud  of  them.  And  I  am  simply  saying  this  because 
I  am  not  a  defender  of  BNL.  But  after  all  I  have  heard  today, 
from — ^if  you  allow  me  to  say,  from  Mr.  Drogoul,  and  if  you  allow 
me  to  say,  from  Mr.  Sardelli,  then  I  am  very  confused. 

It  was  a  great  bank.  I  had  great  years  with  them  and  great  suc- 
cess. At  a  certain  point,  someming  went  wrong,  maybe  controls  got 
loose;  Grod  only  knows.  I  can  express  opinion.  I  don't  have  facts. 
And  now  we  are  sitting  around  this  table  regretting. 

I  would  still  say  what  I  was  doing  for  the  Dank.  T — sorry.  I  joined 
the  bank  after  a  previous  working  experience  for  10  years  at  Amer- 
ican Consul  General  in  Palermo  as  a  commercial  assistant. 

Then  I  moved — I  got  the  position  as  an  information  officer  with 
United  Nations  in  New  York  at  the  Center  for  Economic  and  Social 
Information  and  I  stayed  with  them  3  years.  Then  somehow  I  fell 
in  love  with  this  country,  oh,  or  my  ideas  didn't  fit  really  with  what 
I  was  seeing  at  the  U.N.  at  that  time.  So  I  took  a  leave  of  absence 
and  I  went  mil-time  to  Columbia  University  and  I  got  an  MBA. 

Then,  I  could  go  back  to  the  U.N.,  but  I  was  offered  a  job  at  BNL 
as  an  officer  in  training,  so  I  left  New  York  because  I  was  starting 
from  Italy  and  I  started  going  around  Italy,  in  junior  officer  posi- 
tions which  exposed  me — I  went  to  Palermo,  Vicenza,  Bergarcio, 
Trieste,  the  Rome  headquarters. 

First  assignment  abroad  was  New  York.  I  was  back  at  home.  I 
do  consider — I  am  Italian.  I  am  proud  to  be  Italian,  but  this  is  a 
great  country.  My  daughter  was  bom  here  and  this  is  a  country 
that  gave  freedom  to  my  wife,  so  you  can  imagine  how  much  in  love 
with  this  country  I  am. 

So  I  am  back  at  home  and  I  am  in  charge  of  what  they  call 
"secretaria,"  which  is  the  legal  part  of  the  bank,  the  documentation 
and  this.  And  my  boss  at  this  was  Mr.  Guadagnini  for  whom  I  still 
have  a  high  opinion.  He  is  a  gentleman,  if  nothing  else. 

Then  I  was  asked  if  I  wanted  to  go  and  open  the  Atlanta  office, 
which  I  did.  I  went  in  February  1980,  and  I  opened  the  representa- 
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tive  office  there.  And  it  was  a  beautiful  experience.  It  is  a  beautiful 
town.  At  a  certain  point,  I  was  asked  to  study  the  possibility  of 
transforming  it  into  a  branch  because  there  were  no  Italian 
branches  in  the  Southeast — no  branches  of  Italian  banks  in  the 
Southeast  in  1980  and  the  area  is  a  big  area  with  13  States.  So 
the  decision  was  made.  I  made  the — actually,  this  was  a  second 
start.  The  decision  was  made  to  open  a  branch.  And  the  branch 
started  being  operative  around  May  1982,  more  or  less. 

I  was — I  can  continue,  I — what  I  want  to  say,  I  had  to  put  it  to- 
gether. But  I  will  go  back  to  the  subject. 

The  bank  was  sufficiently  in  good  shape  if  not  profitable  imme- 
diately, I  have  the  figures.  OK  Nine  months  of  1982  we  had  a  loss 
of  $91,000,  which  was  simply  the  cost  of  starting  the  operation. 

And  at  the  end  of  1983,  we  finished  with  a  loss  of  $245,000. 
Again,  you  don't  reach  break-even  point  the  very  first  day. 

In  1984,  the  first  3  months  of  1984,  we  had  a  profit  of  $86,000. 
At  that  point,  I  am  asked  to  move  to  Chicago  because  the  situation 
in  Chicago  was  very  bad.  The  branch  was  losing  a  lot  of  money  and 
I  was  asked  to  go  and  see  what  I  could  do. 

I  went  and  I  was  in  charge  of  the  Chicago  area  from  March  1984 
to  December  1985.  I  had  to  restructure  everything.  For  the 
record — nothing  to  do  with  you,  but  for  the  record,  in  February 
1985,  the  branch  was  already  profitable.  I  didn't  have  time  to  make 
photocopies,  but  I  have  here  a  report  from  the  banking  commis- 
sioner of  the  State  of  Illinois  which  I  would  be  happy  to  leave  with 
you,  and  I  have  also  a  letter,  I  have  a  letter  from  the  Italian  Con- 
sul General  stating  that  it  was  a  high  time,  complimenting  me  for 
what  I  had  been  able  to  accomplish. 

On  December  1985,  I  was  asked — so  I  stayed  there  less  than  2 
years,  I  was  asked  to  go  to  Spain,  and  I  went  as  a  regional  man- 
ager for  the  Spanish  operation.  And  around — actually  I  was  told  in 
August  1987 — around  September  1,  1987,  there  was  a  change  in 
top  management  of  the  bank. 

I  am  moved,  and  I  am  supposed  to  come  to  New  York  with  a 
brief  period  in  Rome  for  recycling.  I  had  been  away  for  a  long  time, 
and  on  March  1988,  I  am  back  in  New  York  and  seeing  what  was 
going  on.  I  resigned,  reluctantly,  July  20,  1989.  However,  effective 
February,  the  date,  the  ultimate  date  for  my  salary  was  supposed 
to  be  and  was  February  1990  to  give  me  time  to  find  a  job.  A  few 
days  afler  I  resigned,  the  scandal  exploded  and  that  nobody  could 
ever  have  foreseen. 

This  is  my  background.  I  can  go  back  and  I  am  ready  for  any 
question.  And  if  you  still  allow  me,  however,  I  have  not  had  the 
time  to  read  Mr.  Drogoul's  written  deposition,  but  I  see  on  page  36 
the  mention  of  my  name.  It's  the  very  last  page,  maybe  there  is 
some  more — I  have  not  been  able  to  read  it.  And  here,  I  see  that 
Mr.  Drogoul  states,  there  was  a  close  relationship  between  Tariq 
Jamil  and  Mr.  Vincenzino  commencing  1982  to  1984. 

Mr.  Jamil  was  the  head  of  First  Ajnerican  Bankshares  of  Geor- 
gia. At  that  time,  the  name  was  not  First  American  Bankshares. 
As  far  as  I  can  remember,  the  name  of  the  bank  was  National 
Bank  of  Georgia.  As  far  as  I  remember,  too,  Mr.  Jamil  was  not  the 
head  because  ne  is  a  foreign  national.  He  is  a  Pakistani  guy. 
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And  the  only  reason  I  met  him  at  a  party.  At  certain  point  he 
came  to  Hve  in  the  same  building  where  we  were  living,  so  we  were 
seeing  each  other  for  a  few  times.  We  saw  each  other  a  few  times. 
However,  the  reason  I  am  mentioning  this  is  for  another  reason. 

A  moment  ago,  I  heard  the  name  of  Mr.  Florio  flying  around  like 
this.  Mr.  Florio  was  the  head  of  the  International  Department  for 
long,  long,  long  time.  Was  my  first  boss.  And  when — when  BCCI 
Miami,  was  supposed  to  be  open  and  somehow  we  knew  that  be- 
hind National  Bank  of  Georgia  there  was  BCCI,  I  remember  asking 
him  how  am  I  supposed  to  oehave  with  these  people  with  BCCI — 
and  I  am  talking  about  1983 — and  the  answer  came,  don't  touch 
them  with  a  pole,  which  means  that — ^first,  the  man  was  a  banker 
and  that  people  in  the  business  knew  what  they  were  talking 
about.  I  asked  for  instructions. 

I  wish  to  add  another  thing.  In  my  15  years  with  Banca 
Nazionale  del  Lavoro,  it  is  funny  I  became  the  defender  of  BNL  in 
this  room.  I  have  never  been  asked  by  anybody  to  do  something  il- 
legal, and  I  am  not  aware  of  anybody  doing  something  illegal.  What 
else  can  I  add?  I  am  here.  I  am  here  at  your  complete  disposal  and 
I  apologize  for  the  tone  of  my  voice,  I  sincerely  do.  But  it  is  a 
wound,  it  is  a  suffered  wound  and  let's  hope  for  the  best. 

[The  prepared  statement  of  Mr.  Vincenzino  can  be  found  in  the 
appendix.] 

Chairman  Gonzalez.  Thank  you.  I  can  understand.  When  you 
referred  to  being  told  not  to  have  anything  to  do  with  BCCI,  were 
you  referring  to  Mr.  Florio? 

Mr.  Vincenzino.  Yes.  I  was  told  by  Mr.  Florio  because  as  soon 
as  I  heard  that  the  new  bank  was  supposed  to  come  into  the  area, 
I  asked:  How  do  I  behave?  And  the  answer  was.  Don't  touch  them 
with  a  pole;  1984,  for  the  record. 

If  you  wish,  I  can  continue,  because  I  did — the  team  of  Atlanta 
was  put  together  by  me  and  I  am  ready  to  comment  on  that,  but 
I  am  at  your  disposal,  I  apologize.  I  cannot  give  banking  lessons, 
however.  I  cannot  give  banking  lessons  like  Mr.  Sardelli  is  giving. 

Mr.  Sardelli.  It  is  understandable,  yes,  I  agree,  you  cannot. 

Chairman  Gonzalez.  Well,  I  believe  you  did  say  that  it  was  in 
1982. 

Mr.  Vincenzino.  Yes.  What?  That  I — that  the  branch — that  the 
representative  office  was  transformed  into  a  branch? 

Chairman  GONZALEZ.  Yes. 

Mr.  Vincenzino.  Yes,  sir. 

Chairman  Gonzalez.  OK  And  you  were  the  one  that  set  it  up; 
is  that  right? 

Mr.  Vincenzino.  I  was  asked  to  transform  it  into  branch,  yes, 
sir. 

Chairman  Gonzalez.  And  you  hired  the  personnel? 

Mr.  Vincenzino.  Yes,  sir.  I  can  elaborate  on  that. 

Chairman  Gonzalez.  Well,  I  think  the  important  thing  would  be 
your  association  with  Mr.  Drogoul. 

Mr.  Vincenzino.  Do  you  want  me  to  comment  on  it? 

Chairman  Gonzalez.  Yes,  sir. 

Mr.  Vincenzino.  My  association — I  don't  understand  the  word  in 
English,  the  word  "association."  Let  me  say  how  and  I  apologize  for 
my  English  at  this  point.  When  I  was  asked  to  transform  into  a 
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branch,  there  were  two  possibihties  in  terms  of  personnel:  Either 
people  who  come  from  Italy  or  people  that  you  hire  locally.  And  the 
bank  was  going  through  a  rapid  expansion  abroad,  maybe  that's 
the  price  that  they  have  paid,  and  I  had  to  find  the  personnel. 

At  this  point,  you  can  go  either  through  headhunters  and  you 
pay  and  you  get  whatever  they  suggest  to  you  or  otherwise  you 
start  asking  around.  And  I  started  asking  around.  He  was  not  the 
first  person  to  come  on  board.  The  first  person,  I  don't  remember 
his  name,  was  he  came  if  I  remember  correct,  from — ^no,  he  came 
from  a  Dutch  bank.  He  came  from  your  bank. 

Ms.  Maggi.  Ed  Travis. 

Mr.  ViNCENZlNO.  So  my — at  this  point,  I  was  trying  to  get  people 
with  experience  in  banking  and  who  had  been  working  possibly 
with  a  foreign  bank  in  the  local  environment.  And  the  first  guy 
that  I  hired  was  Ed  Travis. 

I  think  the  second  person  most  likely  was  Ms.  Maggi.  And  I  do 
remember  very  vividly  and  we  were  the  13th  bank  opening  in  At- 
lanta. We  knew — after  2  years,  I  knew  everybody. 

And  I  was  having  lunch  with  the  director  of  Barclay's  and  he 
was — ^he  was  asking  me  how  is  it  going  with  personnel,  with  the 
premises,  whatever.  I  said  that  I  was  still  looking  and  I  asked  him 
whether  he  knew  anybody  and  he  indeed  mentioned  that  he  was 
leaving,  I  don't  remember  whether  his  name  is  Burke,  but  he 
was — ^he  was  the  manager  of  Barclay's  in  Atlanta,  and  he  said  I  do 
recommend  to  you  Mr.  Drogoul  because  he  is  capable.  I  am  leaving. 
He  didn't  mention  anything  of  the  sort  that  I  heard  today.  And  ac- 
tually said  he  is  very  capable. 

And  I  proposed  Mr.  Drogoul  to  my  boss,  the  regional  manager, 
as  I  proposed  eveiybody  else.  I  didn't  have  hiring  authority,  per  se. 
He  came  on  board  not  as  number  two  but  as  a  number  three.  It 
was  a  starting  situation  and  then  we  brought  in  Ms.  Maggi  and 
then  somehow,  somebody  else — ^Ms.  Ivey.  I  apologize.  I  apologize. 
Somebody  else  mentioned  about  Mr.  von  Wedel  was  working  for 
First  National,  if  I  remember  correct — C&S,  right.  And  then  he 
brought  somebodv  else.  So  it  was  this  kind  of  team  with  experience 
and  we  put  togetner  the  branch  little  b^  little. 

Chairman  Gonzalez.  OK.  I  was  gomg  to  ask  a  question  of  the 
other  witnesses  because  I  think  you  have  addressed  it  very  well. 

Mr.  ViNCENZlNO.  Thank  you,  sir. 

Chairman  GtONZALEZ.  I  believe  all  of  you  had  a  chance  this  morn- 
ing to  have  heard  Mr.  Drogoul.  I  believe  I  saw  you  in  the  audience. 
And  you  may  have  had  an  opportunity  to  read  his  written  state- 
ment. 

Would  any  one  of  you  have  any  general  comments  with  respect 
to  Mr.  Drogoul's  statement,  and  particularly  with  reference  that 
Mr.  Drogoul  made  to  what  he  calls  the  gray  book  or  the  off-book 
or  balance  sheet  activities. 

Mr.  VON  Wedel.  Mr.  Chairman. 

Chairman  Gonzalez.  Yes,  sir.  I  would  like  to  hear  from  you  be- 
cause your  name  was  brought  up  during  the  course  of  his  testi- 
mony. 

Mr.  von  Wedel.  I  would  like  to  clarify  some  of  the  questions 
that  were  asked  him  by  some  of  your  colleagues  and,  unfortunately, 
they  are  not  here  and  I  would  like  to  answer  for  them. 
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Number  one  is  in  reference  to  the  Eximbank  Program.  We  were 
asked  did  we  look  at  the  merchandise  types  in  the  analysis  when 
we  submitted  them  to  Eximbank  for  approval.  I  would  like  to  point 
out  that  the  $200  million  revolving  facility  that  Eximbank  had  with 
the  Iraqis  was  very  special,  specisu  to  the  point  that  everything  was 
done  directly  between  Eximbank  and  Iraq,  the  Central  Bank  of 
Iraq.  The  letter  of  credit  was  sent  to  us  by  the  banks  in  Iraq  with 
a  copy  to  Eximbank,  letting  Eximbank  know  what  the  United 
States  bank  was  going  to  handle. 

We  submitted  cursoiy  paperwork  but  everything  was  done  prior 
to  our  bank  receiving  the  letter  of  credit  so,  therefore,  we  wouldn't 
even  look  at  analysis  of  merchandise  or  pay  too  much  attention  to 
what  it  was. 

This  was  all  approved  by  the  U.S.  Department  of  Commerce. 
There  was  no  need  for  our  bank  to  get  into  it.  I  just  wanted  to 
point  that  out. 

One  other  thing.  I  just  would  like  to  point  out  that  the  gen- 
tleman at  Eximbank  that  drew  up  that  special  agreement  with  the 
Iraqis  later  on  went  to  work  for  Mr.  Aboud  at  First  City  Houston. 

Chairman  Gonzalez.  Mr.  Aboud. 

Mr.  VON  Wedel.  The  other  thing  I  would  like  to  point  out  espe- 
cially, also  in  fairness  to  the  Federal  Reserve  Bank;  you  under- 
stand it  was  this  good  body  about  10  years  ago  that  handled  a 
State's  rights  motion  that  the  States  were  given  the  priority  in  au- 
diting foreign  banks  and  not  the  Federal  Reserve  Bsmk  where  the 
Fed  had  to  rely  on  the  State  audit  rather  than  their  own. 

So  in  fairness  to  the  Federal  Reserve  Bank,  they  could  not  come 
in  and  do  a  full  audit  because  of  protocol. 

I  am  sure  if  the  Federal  Reserve  Bank  and  some  of  the  people 
I  know  working  at  it,  if  they  came  in,  they  probably  would  have 
found  everything  within  the  first  day  or  two  of  what  we  were  doing, 
if  they  audit  us  by  the  book. 

Chairman  Gonzalez.  And,  of  course,  the  State  regulatory  com- 
mission wasn't  doing  that  either. 

Mr.  VON  Wedel.  Well,  in  fairness  to  the  State,  they  were  inexpe- 
rienced in  our  business.  All  the  bamks  in  Atlanta  that  had  inter- 
national departments  that  did  letters  of  credit,  trade  finance,  were 
all  national  chartered  banks  so  they  were  audited  by  the  Comptrol- 
ler of  the  Currency. 

The  other  foreign  banks  in  the — in  the  Atlanta  area,  very  few  of 
them  did  any  international  business  whatsoever.  They  were  doing 
mostly  real  estate  and  other  types  of  projects,  so  we  were  the  only 
bank,  the  only  actual  international  trade  finance,  so  they  were  in- 
experienced. 

Chairman  Gonzalez.  Well,  it  may  interest  you,  all  of  you  to 
know  that  even  at  this  moment  over  80  percent,  much  more  than 
80  percent  of  the  international  banking  activities  is  on  a  State 
level.  It  is  a  very  substantial  activity,  but  it  is  State  chartered,  reg- 
ulated, and  so  forth. 

However,  there  is  a  difference  between  an  agency  setup  which  is 
what  the  BNL  was.  It  wasn't  a  branch,  it  was  a  peculiarity  in  the 
definitions  in  our  system  and  it  was  labeled  as  an  agency  bank. 
That's  the  reason  I  became  intensely  interested. 
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Mr.  VON  Wedel.  Yes,  that's  only  because  of  the  State  of  Georgia, 
Mr.  Chairman,  does  not  allow  the  word  or  the  use  of  "branch  of- 
fice." They  don't  want  the  foreign  banks  to  take  on  deposits.  How- 
ever, there  are  ways  of  getting  around  it  which  the  State  of  Greorgia 
approved,  so  where  the  word  "agency"  is  in  our  charter,  we  were 
really  an  operating  branch. 

Chairman  Gonzalez.  Could  you  enlarge  on  that,  how  in  the 
State  of  Georgia  you  could  get  around  the  limitations  of  an  agency 
definition? 

Mr.  VON  Wedel.  Well,  with  BNL-Atlanta,  we  had  our  London  of- 
fice open  up  an  account  with  us  and  all  the  corporations  and  large 
customers  that  we  were  doing  business  with  would  come  and  de- 
posit money  with  our  London  office  which  was  maintained  in  our 
branch  which  comes  out  to  the  same  circumstances  as  the  branch 
itself  taking  deposits,  and  that  was  approved  by  the  State  of  Geor- 
gia banking  authorities.  So  we  are  taking  only  deposits,  although 
we  were  still  called  an  agency. 

Chairman  GrONZALEZ.  Well,  this  is  the  reason  why  we  are  still 
very  much  concerned,  because  I  just  reported  that  way  over  80  per- 
cent of  these  activities  are  really  on  a  State  level.  And  so  we  really 
have  not  had  the  best  of  any  one  world  because  with  the  agree- 
ment, the  Federal  Reserve  technically  is  supposed  to  be  responsible 
for  the  oversight  of  international  banking  activities. 

But  when  it  comes  to  a  State-chartered  activity,  then  they  have 
these  loose  arrangements  up  to  the  time  that  we  amended  the  law 
last  year.  We  amended  it  to  try  to  plug  some  of  these  loopholes  in 
examinations  and  the  like,  but  that  is  very  interesting  and 
very- 


Mr.  VON  Wedel.  Well,  Mr.  Chairman,  consider  foreign  agency  or 
foreign  branches  here  licensing  them  under  the  Edge  Act  rather 
than  the  State  chartered  entity.  In  actuality,  that's  almost  how 
they  operate. 

Chairman  Gonzalez.  I  see.  Well,  while  we  have  you,  were  you 
here  when  I  asked  a  question  of  Mr.  Drogoul  why  the  four  trans- 
actions involving  those  medium-term  loans,  you  signed  off  on  two 
but  didn't  on  three  and  four? 

Mr.  VON  Wedel.  That's  correct. 

Chairman  Gonzalez.  I  think  you  would  be  the  proper  person  to 
answer  that  question  more  than  Mr.  Drogoul.  Though  I  asked  him 
if  he  had  any  idea  why  you  did  not— or  rather,  you  withdrew  fi^om 
approving  the  last  two,  the  number  three  and  four. 

Mr.  VON  Wedel.  To  be  honest,  Mr.  Chairman,  I  was  not  aware 
of  three  and  four. 

Chairman  Gonzalez.  Well,  what  did  Mr.  Drogoul  refer  to  when 
he 

Mr.  VON  Wedel.  At  that  time,  I  was  doing  for  just  concentrating 
more  on  the  Iraqi  CCC  business  and  I  found  out  about  MTL-III 
around  late  February,  early  March  1989.  And  I  was  not  aware  at 
allofMTL-IV. 

Chairman  Gonzalez.  I  see. 

Mr.  VON  Wedel.  As  a  matter  of  fact,  I  asked  Mr.  Drogoul  at  one 
point  if  there  were  any  more  MTLs  outstanding  and  I  was  told  no. 

Chairman  Gonzalez.  Do  any  of  the  other  witnesses  have  any 
knowledge  or  any  comment  you  want  to  make  with  respect  to 
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this— or  about  another  thing?  Before  I  yield  to  Mr.  Leach  here,  and 
I  guess  it  would  be  again  more  proper  to  ask  Mr.  von  Wedel  be- 
cause, according  to  the  testimony  given  to  us  by  Mr.  Drogoul,  you 
did  accompany  him,  he  made  mention  about  off-book  loans  to  Rus- 
sia and  to  Iran. 

What  do  you  know  about  those  loans?  Were  any  of  these  loans 
to  Russia  used  for  the  purchase  of  military  goods? 

Mr.  VON  Wedel.  No,  Mr.  Chairman.  Tlie  loans,  the  reason  why 
they  went  off"  book  at  one  point  was  because  of  technicalities  in  an 
audit.  We  did  have  approval  from  Mr.  Nagvi  in  Rome  to  do  the  So- 
viet business.  The  Soviet  Union  was  purchasing  grain  from  the 
United  States  at  a  very  high  volume. 

To  answer  another  question,  tiiat  was  in  your  questionnaire 
about  Mr.  Kissinger,  the  only  involvement  I  have  is  that  Mr. 
Drogoul  was  coming  back  from  a  meeting  with  him  in  October  1988 
where  he  said  Mr.  Kissinger  was  pushmg  for  us  to  do  more  smd 
more  of  the  Soviet  grain  business.  He  wanted  us  to  do  it. 

Now,  what  we  are  talking  about  is  United  States  grains  being 
shipped  to  the  Soviet  Union.  We  probably  would  have  oone  it  in  the 
area  of  about  $5  billion  in  calendar  year  1989  if  it  was  not  for  the 
rate  or  whatever  you  might  want  to  call  it.  We  did  quite  a  bit  also 
in  1988  and  we  were  one  of  the  principals  in  the  U.S.  financing  of 
U.S.  grain  and  we  did  have  lower  rates  than  most  banks,  but  it 
upped  the  competition  for  U.S.  grain  to  be  sold.  We  had  a  branch 
in  the  Soviet  Union  that  we  worked  through  in  collecting  the  loans. 

Chairman  GtONZALEZ.  What  about  Iran? 

Mr.  VON  Wedel.  Excuse  me? 

Chairman  GtONZALEZ.  What  about  Iran? 

Mr.  VON  Wedel.  I  was  not  aware  of  anything  in  Iran  except  in 
1984,  we  did  some  tobacco  for  R.J.  Reynolds  at  that  point,  but  it 
was  just  a  one-shot  deal  that  I  am  aware  of. 

Chairman  GONZALEZ.  OK. 

Mr.  Leach,  I  have 

Ms.  Maggi.  Excuse  me,  Mr.  Chairman.  Before  you  turn  it  over 
to  Mr.  Leach,  I  just  wsmted  to  make  one  statement  about  Mr. 
Drogoul's  remarks  on  page  2 

Cnairmgm  Gonzalez.  OK, 

Ms.  Maggl  As  far  as  bringing  gray  book  entries  back  on  to  the 
real  book.  From  what  it  says  here,  it  sounds  like  that  they  just 
overnight  all  became  real  book  entries  and  that  is  not  the  case  at 
all.  Some  entries  were  placed  back  on  the  legitimate  or  the  stated 
books  to  the  Federal  Reserve,  but  as  late  as  June  1989,  there  was 
approximately  still  900  million  dollars'  worth  of  CCC  Iraq  on  the 
gray  books  and  that  was — ^it  had  actually — when  those  sums  were 
taken  off",  new  business  had  been  put  on  the  gray  book. 

Chairman  Gonzalez.  What  do  vou  know  concerning  the  state- 
ment that  he  made  that  this  gray  book  or  off'-the-record  book  prac- 
tice was  common?  To  your  knowledge,  is  that  so? 

Ms.  Maggl  No. 

Chairman  Gonzalez.  Any  other  comments? 

Mr.  Sardelli.  Mr.  Chairman,  I  am  not  so  sure  that  I  got  the  gist 
of  your  last  question.  Are  we  talking  about  Atlanta?  Are  we  talkmg 
in  general? 

Chairman  Gonzalez.  Well,  Atlanta  in  particular. 
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Mr.  Sardelu.  OK 

Chairman  Gonzalez.  Mr.  Bachus. 

Mr.  Bachus  of  Alabama.  Thank  you,  Mr.  Chairman. 

Mr.  von  Wedel,  were  you  here  this  morning  when  I  talked  to  Mr. 
Drogoul  about  the  money  that  he  received? 

Mr.  VON  Wedel.  Yes,  sir,  I  was. 

Mr.  Bachus  of  Alabama.  Did  you  receive  any  of  that  money? 

Mr.  von  Wedel.  I  received  a  home  with  the  approximate  value 
of  $290,000  from  Entrade. 

Mr.  Bachus  of  Alabama.  How  did  you  receive  that  money? 

Mr.  VON  Wedel.  It  was  a  home  that  was  purchased  for  me. 

Mr.  Bachus  of  Alabama.  A  loan? 

Mr.  VON  Wedel.  No,  a  home,  H-O-M-E,  to  live  in. 

Mr.  Bachus  of  Alabama.  Home.  How  was  that  paid  for?  Did  you 
receive — was  that  money  paid  to  you  or  was  it  paid 

Mr.  VON  Wedel.  It  was  paid  directly  to  the  realtor. 

Mr.  Bachus  of  Alabama.  From — do  you  know?  Was  it  a  check 
or? 

Mr.  VON  Wedel.  It  is  supposed  to  come  from  Entrade  from 
Yagbus  Tezeller. 

Mr.  Bachus  of  Alabama.  Did  you  consider  that  a  loan? 

Mr.  VON  Wedel.  No,  I  did  not. 

Mr.  Bachus  of  Alabama.  What  was  the  total  amount  that 
Entrade  transferred  to  you  and  Mr.  Drogoul? 

Mr.  VON  Wedel.  I  don't  know  the  figures  to  Mr.  Drogoul.  I  do 
know  to  myself  it  was  approximately  $290,000  for  the  home. 

Mr.  Bachus  of  Alabama.  I  see.  You  were  aware  that  was  an  ille- 
gal transaction,  were  you  not? 

Mr.  VON  Wedel.  Illegal?  It's  morally  and  unethical 

Mr.  Bachus  of  Alabama.  All  right.  Unethical.  Did  you  report 
that  as  income? 

Mr.  VON  Wedel.  No,  I  did  not,  sir. 

Mr.  Bachus  of  Alabama.  Was  that  in  1986? 

Mr.  VON  Wedel.  Yes.  It  was  approximately  1986,  but  the  house 
was  not  closed  on  until  1987. 

Mr.  Bachus  of  Alabama.  Did  you  receive  300-and-something 
thousand  dollars?  Is  that  right? 

Mr.  VON  Wedel.  No,  sir. 

Mr.  Bachus  of  Alabama.  I'm  sorry.  How  much  did  you  receive, 
$200  and? 

Mr.  VON  Wedel.  $90,000. 

Mr.  Bachus  of  Alabama.  $290,000.  Now,  the  excess  differential 
between  the  loan — the  loan  and  what  was  received  was  about  $1.3 
million? 

Mr.  VON  Wedel.  I  don't  understand,  sir.  Could  you  rephrase? 

Mr.  Bachus  of  Alabama.  All  right.  The  loan  guarantee  was  for 
about  $1.3  million  more  than  what  was  loaned — what  was  ulti- 
mately loaned  on  the  com  trade.  Are  you  aware  of  that? 

Mr.  VON  Wedel.  You  are  talking  about  the  bagging  operation 
that  Mr.  Tezeller  owned. 

Mr.  Bachus  of  Alabama.  Yes.  I  guess  what  I  am  saying,  there 
is  $1.3  million.  You  received  $290,000? 

Mr.  VON  Wedel.  Yes,  sir. 
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Chairman  Gonzalez.  Mr.  Drogoul  said  he  received  $350,000.  Is 
that — that  was  what  we  heard  this  morning. 

Mr.  VON  Wedel.  Approximately,  yes.  I  haven't  added  it  up. 

Mr.  Bachus  of  Alabama.  Do  you  know  where  the  other  money 
went? 

Mr.  VON  Wedel.  No,  sir.  It  was  supposed  to  be  Mr.  Tezeller.  Mr. 
Tezeller  told  us  he  owned  a  bagging  operation  in  Turkey  in 
Iskenderun  and  that  was  his  profit  from  the  bagging  operation. 

Mr.  Bachus  of  Alabama.  So  he  would  have  received  the — so  the 
money  was  split  three  ways? 

Mr.  VON  Wedel.  I  don't  know  exactly  how  it  was  split,  sir. 

Mr.  Bachus  of  Alabama.  You  received  part  of  the  money? 

Mr.  VON  Wedel.  Yes,  sir. 

Mr.  Bachus  of  Alabama.  Mr.  Drogoul  received  part  of  the 
money? 

Mr.  VON  Wedel.  Yes,  sir. 

Mr.  Bachus  of  Alabama.  And  Mr.  Tezeller  received  part  of  the 
money? 

Mr.  VON  Wedel.  It  was  his  money. 

Mr.  Bachus  of  Alabama.  It  was  his  money? 

Mr.  VON  Wedel.  Yes,  sir. 

Mr.  Bachus  of  Alabama.  Did  he  pay  anyone  else  any  of  this 
money? 

Mr.  VON  Wedel.  Not  that  I  am  aware  of. 

Mr.  Bachus  of  Alabama.  Who  is  Brenda  Thomas? 

Mr.  VON  Wedel.  Excuse  me? 

Mr.  Bachus  of  Alabama.  Who  is  Brenda  Thomas? 

Mr.  VON  Wedel.  Brenda  Thomas,  or  do  you  mean  Brenda  For- 
rest? 

Mr.  Bachus  of  Alabama.  Brenda  Forrest. 

Mr.  VON  Wedel.  OK  Brenda  Forrest  worked  for  me  in  the  trade 
finance  area.  She  was  in  charge  of  the  letter  of  credit  section. 

Mr.  Bachus  of  Alabama.  Did  she  receive  any  of  this  money? 

Mr.  VON  Wedel.  I  am  not  aware  of  it. 

Mr.  Bachus  of  Alabama.  You  are  not  aware  of  it? 

Mr.  VON  Wedel.  I  am  not  aware  of  anyone  else  receiving  funds 
within  the  branch. 

Mr.  Bachus  of  Alabama.  All  right.  Have  you  ever  been  in  on  a 
conversation  where  it  was  stated  that  she  received  some  of  this 
money? 

Mr.  VON  Wedel.  No,  sir. 

Mr.  Bachus  of  Alabama.  All  right.  You  were  concerned  that 
Jean  Ivey  might  share  some  information  with  the  U.S.  Senator 
about  these  off-book  loans;  is  that  correct? 

Mr.  VON  Wedel.  Let  me  put  it  to  you  this  way,  sir:  If  I  recall 
the  conversation,  I  was  approached  and  told  that  she  was  dating 
a  U.S.  Senator  and  I  said,  well,  I  said,  I  thought  Jean  had  better 
taste  than  that  at  the  time,  just  as  a  joke.  And  then  someone  said, 
I  wonder  if  she's  talking  to  him  about  the  transactions,  and  we  just 
shrugged  it  off. 

Mr.  Bachus  of  Alabama.  What  was  your  concern? 

Mr.  VON  Wedel.  My  concern?  I  had  no  concern. 

Mr.  Bachus  of  Alabama.  Who  were  you  talking  to  that  ex- 
pressed a  concern? 
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Mr.  VON  Wedel.  I  believe  it  was  Mr.  Drogoul  that  brought  it  up 
to  me.  I  mean,  I  didn't  care  who  Jean  was  really  dating  or  what- 
ever else.  It  really  didn't  make  a  concern  to  me  and  even  at  that 
time,  all  of  the  transactions  we  were  doing  were  CCC  transactions 
and  myself,  I  thought  everyone  was  fully  aware  of  what  we  were 
doing. 

Mr.  Bachus  of  Alabama.  By  "everyone  else  was  fully  aware," 
who  do  you  mean? 

Mr.  VON  Wedel.  The  public.  There  were  articles  printed  in  mag- 
azines that  we — to  the  extent  of  our  total  commitment.  Even  the 
interest  rates  were  in  these  articles  on  what  we  were  doing.  I  was 
still  aware  that  top  people  in  Rome  knew  what  we  were  doing.  Just 
things  happening  in  general,  you  know,  not  being  audited  for  a 
long  period  of  time. 

Mr.  Bachus  of  Alabama.  Now,  are  these  the  off-the-books  loans 
that  we  are  talking  about? 

Mr.  VON  Wedel.  Yes,  for  CCC,  yes,  sir. 

Mr.  Bachus  of  Alabama.  OK.  Now,  Federal  Reserve  would  not 
have  been  aware  of  them? 

Mr.  VON  Wedel.  No,  sir,  they  were  not  aware  of  them.  Other 
agencies,  of  course,  were  aware  of  the  loans.  They  weren't  aware 
they  were  off-book  or  whatever. 

Mr.  Bachus  of  Alabai.ia.  Which  is  what  makes  them  illegal  or 
unethical? 

Mr.  VON  Wedel.  Uh-huh. 

Mr.  Bachus  of  Alabama.  What — was  Jean  Ivey  seeking  a  job  in 
Washington? 

Mr.  VON  Wedel.  I  have  absolutely  no  idea. 

Mr.  Bachus  of  Alabama.  OK.  How  about  Mr.  Vincenzino? 

Mr.  VON  Wedel.  Mr.  Vincenzino. 

Mr.  Bachus  of  Alabama.  Was  he  trying  to  establish — ^was  he 
trying  to  get  a  job  with  the  Pentagon? 

Mr.  Vincenzino.  No,  sir. 

Mr.  VON  Wedel.  Not — the  only  thing  I  know  of,  Mr.  Vincenzino 
was  that  Lavoro  Bank  was — and  this  is  rumor  within  the  bank, 
there  is  always  tons  of  rumor — was  that  the  bank  was  considering 
opening  up  a  representative  office  in  Washington,  DC  and  they 
were  thinking  about  Mr.  Vincenzino  to  be  in  that  office. 

Now,  as  I  say,  that's  rumor  that  spreads  within  the  bank.  I 
mean,  I  have  absolutely  no  other  information  on  that. 

Mr.  Bachus  of  Alabama.  All  right. 

Mr.  VON  Wedel.  And  I  believe  just  to  clarify,  I  believe  part  of 
the  rumor  was  that  possibly  Ms.  Ivey  would  go  and  work  in  the  of- 
fice with  him.  But  that  was  with  Lavoro  Bank.  That  was  no  outside 
firms. 

Mr.  Bachus  of  Alabama.  What  was — ^what  would  be  the  purpose 
of  that?  What  would 

Mr.  VON  Wedel.  Well,  of  what  I  understood  is  that  we  were  deal- 
ing so  closely  with  the  government  agency  programs  that  we  were 
going  to  have  a  representative  here  in  Washington. 

Mr.  Bachus  of  Alabama.  Whose  idea  was  it  that  she  seek  that 
employment  or  that  she  come  to  Washington? 

Mr.  von  Wedel.  Oh,  I  don't  have  the  slightest  idea.  This  is  just 
rumor  that  I  heard  from  people  in  the  New  York  branch,  you  know 
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different  branches,  different  people  talk.  It  is  just — what  I  am  giv- 
ing you  is  not  fact.  What  I  am  giving  you  is  rumor  that  I  heard 
within  the  bank. 

Mr.  Bachus  of  Alabama.  You  heard  Mr.  Drogoul  talk  this  morn- 
ing about  this  three — third  of  a  million  dollars  that  Mr.  Tezeller 
transferred  to  his  architect  as  being  in  the  nature  of  a  loan.  I'm 
sure  that  you  and  Mr.  Drogoul  discussed  splitting  this  money;  is 
that  right? 

Mr.  VON  Wedel.  Yes,  sir,  we 

Mr.  Bachus  of  Alabama.  Did  you  all  consider  it  a  loan  or  did 
you  consider  it  a  payoff  or 

Mr.  VON  Wedel.  I  did  not  consider  it  a  loan.  I  considered  it  what 
Mr.  Tezeller  told  me  it  was.  It  was  a  gift  for  teaching  him  the  busi- 
ness and  setting  his  company  up  in  New  York. 

Mr.  Bachus  of  Alabama.  So  you  considered  it  more  as  a  gift? 

Mr.  VON  Wedel.  Yes,  I  did. 

Mr.  Bachus  of  Alabama.  Have  you  ever  been  asked  to  pay  it 
back  or  were  you  ever  told  you  would  have  to  pay  it  back? 

Mr.  VON  Wedel.  No,  sir. 

Mr.  Bachus  of  Alabama.  Did  you  receive  any  other  gifts  on 
other  transactions? 

Mr.  VON  Wedel.  I  did  some  consulting  work  for  Mr.  Tezeller  and 
I  did  receive  another  payment  of  $50,000  for  my  consulting  work. 

Mr.  Bachus  of  Alabama.  In  connection  with  these  CCC  guaran- 
teed loans? 

Mr.  VON  Wedel.  It  was  doing  the  documents.  We — "we"  meaning 
Lavoro  Bank — ^were  no  longer  handling  the  prom-am  for  most  of  the 
commodities,  and  I  handled  documentation  for  nim  on  a  consulting 
basis  with  other  banks  that  he  was  doing  CCC  work  with. 

Mr.  Bachus  of  Alabama.  And  you  received  a  $50,000  gift? 

Mr.  VON  Wedel.  No,  it  was  income,  sir.  And  it  was  declared  on 
my  income  as  consulting  for  Entrade. 

Mr.  Bachus  of  Alabama.  The  $50,000  was? 

Mr.  von  Wedel.  Yes. 

Mr.  Bachus  of  Alabama.  But  not  the  $290,000? 

Mr.  VON  Wedel.  No,  sir. 

Mr.  Bachus  of  Alabama.  What  was  the  difference?  Why  would 
you  report  one  and  not  the  other? 

Mr.  VON  Wedel.  I  guess  you  might  call  it  stupidity. 

Mr.  Bachus  of  Aiabama.  What  else  was — were  there  any  other 
reasons  other  than  stupidity? 

Mr.  VON  Wedel.  Just  thinking  it  was  a  gift,  but  I  should  have 
gone  and  consulted  with  a  tax  attorney  and  paid  the  taxes  on  it. 

Mr.  Bachus  of  Alabama.  All  right. 

Mr.  VON  Wedel.  The  other  I  knew  was  definitely  earned  income 
and  there  was  no  hesitation. 

Mr.  Bachus  of  Alabama.  Was  any  of  this  money — did  Mr. 
Drogoul  get  any  of  this  money? 

Mr.  VON  Wedel.  Well,  it  was  a  check  that  was  sent  to  me,  sir, 
so  I  don't  know. 

Mr.  Bachus  of  Alabama.  But  I  am  sure  you  ran  on  conversa- 
tion. Did  you  have  any  information  that  he  did? 

Mr.  VON  Wedel.  I  have  no  other  information  on  Mr.  Drogoul  re- 
ceiving any  other  funds. 
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Mr.  Bachus  of  Alabama.  You  mean  on  that  particular  consult- 
ing job? 

Mr.  VON  Wedel,  Yes. 

Mr.  Bachus  of  Alabama.  But  you  do  on  other  arrangements? 

Mr.  VON  Wedel.  No,  sir,  I  don't. 

Mr.  Bachus  of  Alabama.  Other  than  this  one 

Mr.  VON  Wedel.  Just  the  one  incident  in  1986  is  the  only  one 
that  I  am  aware  of,  or  that  I  can  say  firsthand  information. 

Mr.  Bachus  of  Alabama.  Did  you  hear  rumors  around  the  bank 
that  he  received  others? 

Mr.  VON  Wedel.  No,  sir. 

Mr.  Bachus  of  Alabama.  That's  all. 

Chairman  Gonzalez.  Well,  if  the  gentleman  will  yield,  the  gen- 
tleman directed  a  question  to  Mr.  von  Wedel  and  also  Mr.  Drogoul 
involving  Ms.  Ivey.  And  I  think  the  best  witness  is  Ms.  Ivey. 

In  fact,  when  you  first  raised  the  question  about  it,  about  a  U.S. 
Senator,  you  know,  we  have  rules  about  referring  to  Members  of 
the  other  body,  but  for  a  while  I  got  scared,  I  thought  maybe  you 
had  seen  an  advance  copy  of  Packwood's  diary. 

Ms.  Ivey.  I  don't  know  him. 

Chairman  GtONZALEZ.  But  as  you  know,  Ms.  Ivey  is  a  witness 
here. 

Mr.  Bachus  of  Alabama.  Yes,  I  knew  that.  But  I  have  read  tes- 
timony that  he  was — Mr.  von  Wedel  was  concerned  over  Ms.  Ivey 
and  what  she  may  or  may  not  have  known  or  discussed.  And  I 
probably — ^had  the  red  light  not  turned  on,  I  probably  would  have 
asked  Ms.  Ivey  a  question. 

Chairman  Gonzalez.  Well,  the  gentleman  is  recognized  if  he 
wishes  to  pursue  that.  The  only  reason  I  bring  it  up  is  that  the 
gentleman  was  asking  a  question  of  Mr.  von  Wedel  that  would 
have  called,  at  best,  for  hearsay  and  not  prima  facie  or  first  in- 
stance that  only  the  person  involved  would  be  able  to  better  an- 
swer. 

Mr.  Bachus  of  Alabama.  No,  I  would  very  much  like  to  ask  Ms. 
Ivey. 

Ms.  Ivey,  did  Mr.  von  Wedel  or  Mr.  Drogoul  ask  you  about  your 
relationship  with  the  Senator  from  Georgia? 

Ms.  Ivey.  They  did  not.  I  didn't  discuss  it  with  them  at  all. 

Mr.  Bachus  of  Alabama.  All  right.  They  were  aware  of  your 
dating  arrangement  or — is  that  correct?  Is  that  a  correct  character- 
ization, that  you  all  were  dating? 

Ms.  Ivey.  Yes,  we  did.  We  dated. 

Mr.  Bachus  of  Alabama.  Was  this  during  the  same  period  of 
time  that  these  illegal  loans  were  going  on? 

Ms.  Ivey.  Yes,  sir. 

Mr.  Bachus  of  Alabama.  And  these  were  some  5  billion  dollars' 
worth  of  loans? 

Ms.  Ivey.  I  didn't  know  the  amount  to  be  that  large  until  after 
the  raid,  but  over  $2  billion  was  my  understanding. 

Mr.  Bachus  of  Alabama.  Did  you  ever  discuss  your  job  at  the 
bank  with  the  Senator? 

Ms.  Ivey.  Well,  my  job  was  calling  on  domestic  companies  in  the 
South.  I  did  discuss  that.  I  did  not  discuss  the  illegal  loans  with 
him. 
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Mr.  Bachus  of  Alabama.  Were  you  aware  that  Mr.  Drogoul  was 
concerned  that  you  may  be  discussing  this  with  the  Senator? 

Ms.  IVEY.  I  assumed  that  he  was. 

Mr.  Bachus  of  Alabama.  Why  did  you  assume  that?  I  mean 

Ms.  IVEY.  There  was  an  attorney — there  was  a  gentleman  by  the 
name  of  Tito. 

Ms.  Maggi.  MazzelH. 

Ms.  IVEY.  Mazzelli,  who  is  a  bank  attorney  in  Atlanta,  and  he  ap- 
proached me  and  asked  me  how  I  knew  Senator  Fowler  and  did  I 
date  him.  And  I  refused  to  answer  his  question.  I  just  told  him  it 
was  none  of  his  business  and  I  assumed  he  was  asking  because  he 
was  going  back  to  Mr.  Drogoul  and  telling  him  my  response. 

I  don't  know  how  Mr.  Mazzelli  knew  that,  that's  not  knowledge 
that  I  have.  But  I  did  not  discuss  it  in  the  office  because  I  felt  they 
would  be  concerned. 

Mr.  Bachus  of  Alabama.  You  were  aware  of  the  gray  books 

Ms.  IVEY.  Yes,  sir,  I  was. 

Mr.  Bachus  of  Alabama..  During  this  period  of  time? 

Ms.  IVEY.  Yes,  sir. 

Mr.  Bachus  of  Alabama.  How  long  did  your  conversation  with 
the  attorney  in  Atlanta,  was  this — where  were  you  when  he  ap- 
proached you? 

Ms.  IVEY.  I  believe  I  was  in  the  lobby  of  the  building  where  I 
work. 

Mr.  Bachus  of  Alabama.  And  he  just  walked  up  to  you? 

Ms.  IVEY.  Yes,  sir,  he  did. 

Mr.  Bachus  of  Alabama.  Did  you  know  who  he  was? 

Ms.  IVEY.  Oh,  yes,  sir. 

Mr.  Bachus  of  Alabama.  Did  you  know — was  he  an  attorney  for 
the  bank? 

Ms.  IVEY.  Yes,  he  was. 

Mr.  Bachus  of  Alabama.  And  he  asked  you  about  your — did  he 
ask  you  about  your  relationship  with  the  Senator? 

Ms.  IVEY.  Yes,  he  did.  He  asked  me  if  I  knew  him  and  if  I  dated 
him. 

Mr.  Bachus  of  Alabama.  And  you  said  yes  to  both? 

Ms.  IVEY.  No,  I  said  it  was  none  of  his  business. 

Mr.  Bachus  of  Alabama.  Tm  sorry.  You  did,  that  is  right. 

Ms.  IVEY.  To  my  knowledge,  there  was  at  that  time  a  picture  in 
a  restaurant  in  the  area,  a  picture  of  myself  and  the  Senator  and 
that  might  be  the  reason  why  he  asked  the  question.  But  he  did 
not  explain  to  me  why  he  asked  the  question, 

Mr.  Bachus  of  Alabama.  Were  you  considering  transferring 
here  to  Washington? 

Ms.  IVEY.  Mr.  Vincenzino  can  answer  that  question  for  you.  He 
was  approached  about  opening  a  branch  in  Washington  and  he  con- 
tacted me  on  the  phone.  We  had  some  conversations.  He  wanted 
me  to  consider  being  a  lending  officer  for  this  area,  calling  on  com- 
panies in  Virginia,  Maryland,  Pennsylvsmia,  and  Delaware. 

Mr.  Bachus  of  Alabama.  Would  you  work  with  the  government 
agencies  in  this  regard? 

Ms.  IVEY.  No,  sir.  I  would  be  more  domestic  business,  similar  to 
what  I  was  doing  in  Atlanta. 
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Mr.  Bachus  of  Alabama.  Let  me  direct  this  question  to  Mr. 
Vincenzino.  Were  vou  aware  of  a  concern  on  the  part  of  the  bank 
over  this  dating  relationship? 

Mr.  Vincenzino.  I  was  not  aware.  I  was  not,  I  think — I  left — ^you 
were  not  here  a  moment  ago  I  think,  but  I  left  Atlanta  in  March 
3,  1984.  I  went  to  Chicago  until  the  end  of  December — I'm  sorry. 
I  left  Atlanta  in  March  3,  1984  to  go  to  Chicago.  I  left  Chicago  to 
go  to  Madrid  in  December  1985.  I  was  not  aware  of,  absolutely. 
And  let  me  put  like  this,  there  are  only  two  times  that  I  put — I 
think  it  has  been  two  times,  twice,  that  is  correct,  I  put  foot  in  At- 
lanta. 

Mr.  Bachus  of  Alabama.  Did  Mr.  Drogoul  approach  you  about 
being  a  liaison  between  the  Pentagon  find  me  bank? 

Mr.  Vincenzino.  When  I  left— allow  me  to  answer  like  this:  The 
answer  is,  no.  But  let  me  give  vou  some  backgpround  about  my  rela- 
tionship between  myself  and  Mr.  Drogoul. 

When  I  left  Atlanta,  I  had  recommended  to  the  bank  in  writing 
apparently  that  a  manager  come  from  Italy,  an  Italian  manager, 
from  Italian  staff  and  apparently  they  were  talking  and  talking 
and  talking  and  they  didn't  have  people  to  send,  so  I  strongly  sug- 
gested at  least  somebody  as  a  number  two  in  the  staff"  of  Atlanta. 

Let  me  go  back  into  the  relationship,  my  relationship  with  Mr. 
Drogoul.  I  went  to  Chicago  to  face  a  situation  where  the  bank  had 
lost  lots  of  money,  and  I  went  into  a  full  restructuring  of  the 
branch,  and  so  I  started  that  in  March  1984  and  took  some  time. 
It  took  long  a  time. 

Around — as  a  matter  of  fact,  soon  after  I  left,  I  started  receiving 
phone  calls  from  Atlanta  complaining  about  Mr.  Drogoul.  The  first 
and  second  or  third  time,  at  which  point  I  referred  the  content  of 
this  phone  calls  to  my  regional  manager  at  the  time  and  the  name 
is  Mr.  Guadagnini. 

And  at  a  certain  point  since  the  persons  involved  were  insisting 
and  complaining  about  Mr.  Drogoul,  I  had  Mr.  Guadagnini  talk 
with  the  persons  directly  on  the  phone,  and  the  answer  came  back 
to  me  from  Mr.  Guadagnini  that  everybody  has  their  own  style  of 
management  and  I  had  too  big  problems  in  Chicago,  forget  about 
the  existence  of  Atlanta,  get  involved  in  the  problems  or  Chicago. 

And  that  conversation  must  have  taken  place  around  the  end  of 
April,  at  latest,  1984.  From  that  moment  on,  I  didn't  have  any  rela- 
tionship whatsoever,  neither  with  Atlanta  nor  with  Mr.  Drogoul. 
Until  next  year,  must  have  been  around  April  of  next  year,  I  had 
already  the  staff  in  place 

Mr.  Bachus  of  Alabama.  In  April  1985? 

Mr.  Vincenzino.  In  1985,  sir,  yes.  I  had  already  the  lending  staff 
in  place,  the  branch  was  restructured.  I  had  gone  through  the  same 
exercise  of  hiring  people  from  the  local  banks  with  experience.  And, 
in  particular,  I  remember  this  gentleman  who  is  coming  from  Con- 
tinental Bank,  think  the  name  is  Botticelli — ^my  memory  is  not 
such — but  he  had  been  at  Continental  Bank  as  a  lending  officer  for 
Continental  Grain. 

Continental  Grain  is  a  company  in  my  area,  would  have  been  a 
company  in  the  Chicago  area.  So  I  called  Drogoul  and  I  asked  him 
to  send  the  file,  because  now  was  time  that  we  were  to  pick  up  the 
relationship.  The  folder  didn't  come,  the  file  didn't  come,  and  I  in- 
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sisted,  and  he  had  me  talk  to  the  deputy  treasurer  and  the  woman 
said  that  she  had  a  great  relationship  with  Atlanta  and  she 
couldn't  care  less  about  me  or  Chicago. 

I  referred  the  conversation  and  tne  complaint  again  to  my  re- 
gional manager,  and  the  answer  was  that  I  had  a  big  area  in  Chi- 
cago and  big  problems  and  to  mind  my  own  business.  But  before 
calling  Mr.  Guadagnini,  I  did  call  Mr.  Efrogoul  and  he  was  adamant 
on  the  subject,  and  I 

Mr.  Bachus  of  Alabama.  I  am  sorry,  I  didn't  understand  on  the 
subject. 

Mr.  ViNCENZlNO.  Mr.  Drogoul  was  arrogant  toward  me  about  the 
story  of  having  the  file  and  the  relationship  for  geographical  terri- 
tory coming  to  me,  £md  at  that  point  I  slammed  the  pnone  in  his 
face  and  I  did  not  speak  to  him  until  roughly  October  1988. 

However,  since  a  moment  ago,  or  this  morning  there  was  a  com- 
ment about  territory  and  competence  for  the  branches.  I  can  tes- 
tify, it  looks  like  I  am  contradicting  myself,  but  however,  I  want 
to  say  that  every  branch  had  its  territory  as  far  as  I  know.  And 
the  reasons  why  management  allowed  boundaries  to  be 
overstepped,  and  that  is  practically  the  first  instance  that  I  am 
aware  of,  was  when  a  particular  guy  had  developed  a  particular  re- 
lationship, at  that  point  that  was  the  justification,  that  was  what 
Mr.  Guadagnini  had  in  his  mind,  I  am  sure  of  it.  But  we  had  terri- 
torial boundaries,  as  far  as  I  know. 

I  am  ready  for  your  question.  Do  you  want  me  to  comment  about 
the  representative  up  in  Washington?  But  I  thought  I  interrupted 
you.  You  were  asking  something,  sir?  Do  you  want  me  to  comment 
about  that? 

Mr.  Bachus  of  Alabama.  Was  the  conversation  about  the  Penta- 
gon— have  you  ever  been  in  on  a  conversation  about  having  a  liai- 
son with  the  Pentagon? 

Mr.  Ve^cenzino.  About  whom? 

Mr.  Bachus  of  Alabama.  About  you  bein^  a  liaison. 

Mr.  Vlncenzino.  The  word  'liaison"  is  improper,  so  if  we  are 
talking  about  liaison,  the  word  is  improper. 

Mr.  Bachus  of  Alabama.  Just  characterize  it. 

Mr.  VLNCENZEsfO.  Then  I  will  characterize  it.  When  I  came  back 
from  Italy,  from  Rome,  and  we  are  talking  about  March  1988, 1  had 
been  instructed — and  I  was  coming  from  an  experience  already  in 
Atlanta,  an  experience  in  New  York,  an  experience  in  Washington 
before,  because  my  particular  office  at  the  U.N.  was  in  close  ties 
with  the  World  Bank.  So  the  idea  was  to  consider  the  possibility, 
and  I  have  it  in  writing,  to  consider  the  possibility  of  establishing 
a  representative  office  in  Washington,  DC,  if  the  business  war- 
ranted it. 

And  the  business  for  me,  in  my  opinion,  warranted  it  for  several 
reasons.  First,  because  there  are  the  international  agencies  which 
are  still  operating  there,  the  World  Bank,  whatever.  Then  there  are 
Italian  companies  in  the  area,  and  then  there  are  the  American 
companies  with  subsidiaries  in  Italy.  And  finally,  there  is  the  work 
which  is  related,  or  which  was  related  at  the  time  with  purchases 
by  the  Italian  Government  of  military  equipment  either  for  the 
Italian  armed  forces,  either  directly  from  the  U.S.  Grovemment  or 
from  manufacturers  of  arms  in  the  United  States.  No  matter  what. 
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this  is  continuing  this  day.  They  are  simply  not  sending  the  letters 
of  credit  and  the  transactions  to  BNL. 

The  Chairman — ^Mr.  Chairman,  you  were  saying  a  moment  ago, 
there  is  always  a  bank,  yes.  If  there  is  a  financial  transaction, 
there  is  always  a  bank.  Payments  go  through  banks.  And  at  that 
time  the  bank,  Banca  Nazionale  del  Lavoro,  was  one  of  the  leading 
banks  in  Italy,  was  one  of  the — it  still  is  government  owned,  or  the 
majority  owned  by  the  government. 

So  there  was  a  good  relationship  between  my  bank  at  head- 
quarters level  and  the  Ministry  of  Defense  in  Italy.  But  as  I  say, 
they  are  continuing  today.  Simply  they  are  not  sending  the  remit- 
tances through  BNL. 

At  that  time,  as  far  as  I  know,  more  ItaUan  banks  were  involved 
in  transactions  with  the  Italian  Ministry  of  Defense  in  Italy.  I 
think  everybody  was. 

In  addition,  there  are  other  projects,  and  I  was  very  involved  in 
another  project,  and  another  project  is  in  the  question,  so  if  you 
will  allow  me,  I  will  continue  on  this  subject.  May  I?  I  can  stop  at 
any  moment. 

Mr.  Bachus  of  Alabama.  Well,  I 

The  Chairman.  I  think  the  question  has  been  answered. 

Mr.  Bachus  of  Alabama.  Is  the  question  that  you  did  consider 
serving  as  a  liaison? 

Mr.  ViNCENZiNO.  No,  sir.  I  never 

The  Chairman.  No,  no,  the  establishment  or  creation  of  a  branch 
in  Washington 

Mr.  ViNCENZlNO.  No  branch.  Representative  office,  sir. 

The  Chairman.  Representative  office  in  Washington. 

Mr.  Bachus  of  Alabama.  To  represent  the  bank  before  the  Pen- 
tagon? 

Mr.  Vincenzino.  To  represent  the  bank  in  the  area. 

Mr.  Bachus  of  Alabama.  Including  relations  with  the  Pentagon? 

Mr.  Vincenzino.  Including  a  relationship  with  the  Pentagon,  yes. 

Mr.  Bachus  of  Alabama.  Let  me  ask  you  to  go  back. 

Mr.  Vincenzino.  Please. 

Mr.  Bachus  of  Alabama.  The  question  was,  did  you  say  Con- 
tinental Grain? 

Mr.  Vincenzino.  If  I  remember  correctly,  yes,  it  was  Continental 
Grain.  I  am  not  100  percent  sure. 

Mr.  Bachus  of  Alabama.  Mr.  Vincenzino,  are  you  aware — ^you 
heard  the  testimony  of  Mr.  von  Wedel  and  Mr.  Drogoul  about  these 
consulting  fees  or  about  these  profits  or  loans  of  some  third  of  a 
million  dollars.  Were  you — did  you  have  any  knowledge  of  any  of 
these? 

Mr.  Vincenzino.  No,  sir.  Absolutely  not.  Because  I  have  not — I 
will  ask  not  to  get  any  involvement.  From  the  moment  I  left  At- 
lanta in  March  1984,  I  have  been  out  of  it.  I  learned  first  on  the 
newspapers  a  little  bit,  and  then  I  am  going  through  the  same 
learning  process  that  you  are  going  through  today,  sir.  No.  I  was 
not  aware. 

Mr.  Bachus  of  Alabama.  Have  you  heard  of  any  other 

Mr.  Vn^CENZiNO.  No,  sir.  Absolutely  not.  And  you  were  not  here 
when  I  was  saying  a  moment  ago  that  I  regret  deeply  that  this  has 
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happened  for  a  bank  for  which  I — to  a  bank  to  which  I  have  dedi- 
cated 15  years  of  my  life  and  which  was  a  great  bank. 

Mr.  Bachus  of  Alabama.  All  right. 

The  Chairman.  I  think  we  have  to  move  on  here,  if  you  don't 
mind,  Mr.  Bachus. 

Mr.  Bachus  of  Alabama.  Could  I  ask  one  question  of  Ms.  Maggi 
and  Ms.  Ivey? 

The  Chairman.  Yes. 

Mr.  Bachus  of  Alabama.  You  testified  earlier  that  you  were 
aware  of  this  illegal  activity  in  1985  and  1986;  is  that  correct? 

Ms.  Ivey.  I  wasn't  aware  of  it  in  1985. 

Mr.  Bachus  of  Alabama.  Nineteen  hundred  and  eighty-six? 

Ms.  Ivey.  I  believe  it — it  might  have  been  late  1986,  but  I  was 
thinking  for  me  it  was  1987. 

Mr.  Bachus  of  Alabama.  OK. 

How  about  you,  Ms.  Maggi. 

Ms.  Maggi.  I  recall  it  in  1986. 

Mr.  Bachus  of  Alabama.  When  did  you  all  come  forward?  When 
did  you  all  first  disclose  these  activities  to  either  banking  authori- 
ties or  to  law  enforcement  authorities? 

Ms.  Maggi.  Nineteen  hundred  and  eighty-nine. 

Mr.  Bachus  of  Alabama.  Nineteen  hundred  and  eighty-nine. 
Did  they  come  to  you? 

Ms.  Maggi.  No. 

Mr.  Bachus  of  Alabama.  Did  you  all  go  to  them? 

Ms.  Maggi.  Yes. 

Ms.  Ivey.  Oh,  yes. 

Mr.  Bachus  of  Alabama.  What  was  your  reason  for  going  at 
that  time  or  not  for  going  prior? 

Ms.  Maggi.  The  original  situation  that  Mr.  Drogoul  created  with 
the  gray  books  was  supposed  to  be  a  very  short-term  situation;  it 
was  not  supposed  to  last  for  years  or  months.  It  was  merely  to  get 
things  by  until  he  could  get  approvals  from  Rome.  But  this  didn't 
come  forth  as  he  had  said  they  would. 

Mr.  Bachus  of  Alabama.  But  the  approval  did  not  come  forth? 

Ms.  MagKtL  Not  to  the  amounts  that  he  needed  them  to,  and  he 
continued  to  do  business,  so 

Mr.  Bachus  of  Alabama.  Were  you  ever  a  witness  to  Rome 
being  advised  of  the  extent  of  the  loans? 

Ms.  Maggi.  Not  to  my  knowledge,  no. 

Ms.  Ivey.  No. 

Mr.  Bachus  of  Alabama.  Did  he  ever  tell  you  not  to  say  any- 
thing? Did  he  ever  give  you  any  caution?  Did  he  ever  give  you  any 
reward  for  not  saying  anything? 

Ms.  Maggi.  He  didn't  give  me  any  rewards  for  not  saying  any- 
thing. 

Mr.  Bachus  of  Alabama.  Or  any  cash  payments  or  anything  of 
that  sort? 

Ms.  Maggi.  No. 

Ms.  Ivey.  The  situation  in  the  office  was  untenable.  It  was  a  dif- 
ficult situation  to  live  through.  It  was  very — a  sense  of  paranoia 
that  you  were  being  monitored  or  watched.  There  was  a  lot  of  in- 
fighting. It  was  not  a  comfortable  situation  for  anyone. 
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Mr.  Bachus  of  Alabama.  What  caused  you  to  go  to  the  authori- 
ties in  1989?  Did  you  discuss  it  between  yourselves  before  you 
went? 

Ms.  IVEY.  I  made  the  decision  to  go  and  then  I  approached  Ms. 
Maggi,  because  I  felt  like  she  had  more  detailed  information,  more 
knowledge,  and  maybe  even  photocopies  of  documents.  So  I  ap- 
proached her  and  asked  her  if  she  wanted  to  go  with  me. 

Mr.  Bachus  of  Alabama.  Did  any  of  the  documents  that  you  had 
in  your  possession  indicate  that  the  U.S.  Grovemment  had  any 
knowledge  of  what  was  going  on? 

Ms.  Maggl  No. 

Ms.  IVEY.  No. 

Mr.  Bachus  of  Alabama.  Did  any  of  the  documents  in  your  pos- 
session indicate  that  the  bank  in  Rome  knew  what  was  going  on? 

Ms.  IVEY.  No. 

Ms.  Maggl  No. 

Mr.  Bachus  of  Alabama.  Were  you  ever  a  party  to  any  con- 
versations which  indicated  to  either  one  of  you  that  people  within 
the  U.  S.  Government  knew  or  approved  of  these  loans? 

Ms.  IvEY.  No,  sir. 

Ms.  Maggl  No. 

Mr.  Bachus  of  Alabama.  And  you  were — you  had  the  oppor- 
tunity— or  you  were  there  in  the  office  and  would — had  the  oppor- 
tunity to  observe  all  the  correspondence  coming  in? 

Ms.  Maggl  Not  all  the  correspondence,  no. 

Mr.  Bachus  of  Alabama.  Was  there  a — ^but  you  had — ^you  were 
able  to  obtain  all  of  the  documents  in  the  office?  I  mean,  did  you 
have  free  access  to  all  documents? 

Ms.  Maggl  If  you  knew  where  they  were  filed. 

Mr.  Bachus  of  Alabama.  Were  there  areas  that  you  were  not — 
that  you  didn't  have  access  to? 

Ms.  Maggl  Not  really,  but  I  wouldn't  know  where  necessarily  a 
particular  file  cabinet  was  for  a  particular  file  set  of  documents. 

Mr.  Bachus  of  Alabama.  Did  you  know  where  the  gray  books 
were? 

Ms.  Maggl  Yes. 

Mr.  Bachus  of  Alabama.  Did  you  ever  look  at  them? 

Ms.  Maggl  Yes. 

Mr.  Bachus  of  Alabama.  All  right. 

Ms.  Maggl  But  not  the  supporting  documentation,  necessarily. 

Mr.  Bachus  of  Alabama.  But  now  that  would  have  been  the 
only  evidence  that  there  was  something  illegal  or  unethical  going 
on;  is  that  right? 

Ms.  Maggl  Yes. 

Mr.  Bachus  of  Alabama.  All  right. 

Were  those  kept — where  were  they  kept? 

Ms.  Maggl  In  lots  of  places.  They  were  moved  around.  Different 
file  cabinets,  different  storage  rooms. 

Mr.  Bachus  of  Alabama.  But  you  were  allowed  to  participate  in 
moving  them  around  and  knowing  where  they  were? 

Ms.  Maggl  I  usually — if  they  moved  from  where  they  were  pre- 
viously, I  may  not  know  what  tne  newest  location  was. 

Mr.  Bachus  of  Alabama.  If  there  were  documents,  would  those 
documents  have  indicated  any  complicity  by  the  U.S.  Grovemment? 


84 

Ms.  Maggi.  No,  because  the  gray  books — when  you  say  the  gray 
books  to  me,  I  physically  understand  it  to  mean  the  dollar  amount 
of  the  loans  £ind  the  duration  of  it  £ind  the  fundings  that  covered 
those  loans.  But  as  far  as  the  letters -of-credit  documents,  those 
were  in  a  totally  separate  area. 

Mr.  Bachus  of  Alabama.  Did  you  all  ever  see  any  payments 
that  Mr.  Drogoul  received  for  placing  these  loans?  For  instance, 
were  you  aware  of  the  payment — were  you  aware  in  any  way  of 
this  $290,000  that  Mr.  von  Wedel  got? 

Ms.  Maggi.  No. 

Ms.  IvEY.  No. 

Mr.  Bachus  of  Alabama.  Absolutely  no  indication  on  that? 

Ms.  Maggi.  No. 

Ms.  IVEY.  No. 

Mr.  Bachus  of  Alabama.  Were  you  ever  aware  that  they  may 
have  been  double  charging  their  expenses? 

Ms.  Maggi.  No. 

Ms.  IVEY.  No. 

Mr.  Bachus  of  Alabama.  Were  you  ever  aware  that  they  were 
receiving  any  money  of  any  kind  that  was  not  recorded? 

Ms.  Maggi.  No. 

Mr.  Bachus  of  Alabama.  Ms.  Ivey,  you 

Ms.  Ivey.  No,  and  Mr.  Drogoul  stated  that  I  was  paid  for  my 
business  travel  expenses  from  the  gray  books,  and  I  think  that  is 
incorrect.  It  just  came  out  of  the  operations  of  the  bank. 

Mr.  Bachus  of  Alabama.  I  don't  have  any  other  questions. 

The  Chairman.  OK  Well,  I  have  one  question  for  Mr.  Sardelli. 
I  know  that  he  has  been  left  alone  pretty  much. 

And  it  has  reference  to  the  internal  audit  of  the  BNL-Atlanta 
which  was  published  around  the  time  that  you  became  the  regional 
manager,  and  it  noted  that  Iraq  was  the  Atlanta  branch's  principal 
client,  that  internal  checks  were  missing,  and  that  the  branch  was 
often  exceeding  its  authorized  lending  limits. 

Did  you  ever  follow  up  on  this  disturbing  information? 

Mr.  Sardelli.  Mr.  Chairman,  I  am  not  so  sure  that  I  am  catch- 
ingthe  gist  of  the  statement.  That  supposedly,  there  was  what? 

The  Chairman.  The  internal  audit 

Mr.  Sardelli.  Which  I  directed  to  Messere  to  perform. 

The  Chairman.  Which  was  published  around  the  time  that  you 
became  the  regional  manager. 

Mr.  Sardelli.  No,  sir,  there  must  be  some  sort  of  misunder- 
standing here.  Are  you  talking  about  1987? 

Mr.  VON  Wedel.  Mr.  Chairman,  may  I  help?  I  believe  that  the 
chairman  is  talking  about  the  audit  that  Mr.  Messere  did  in  1988. 

Mr.  Sardelli.  That  is  the  one  that  I  ordered.  That  is  1  year 
later,  almost. 

The  Chairman.  Well,  what  did  that  audit  indicate? 

Mr.  Sardelli.  And  you  are  saying  that  there  were  Iraqi  trans- 
actions there? 

The  Chairman.  No.  I  said  that  audit  revealed,  didn't  it,  the  ex- 
tent of  the  transactions  with  Iraq,  among  other  things? 

Mr.  Sardelli.  I  am  afraid  that  that  was  not  the  case.  Not  only 
because  we  are  talking  about  5  years  ago,  also  because  I  have 
never  seen  these  papers  again.  And  let  us  go  into  the  technicality 
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of  this  thing,  OK,  so  that  we  dispel  any  doubts  that  may  cross  any- 
body's mind. 

I  am  here  in  New  York  and  there  is  this  credit  proposal  that  has 
come  from  Atlanta.  It  is  in  favor  of  Entrade.  It  has  all  the  pre- 
scribed approvals  ft^m  my  associates.  All  it  is  waiting  for  is  my  sig- 
nature. So  I  leaf  through  it. 

Yes,  I  published  for  the  benefit  of  the  bank  a  huge  book,  guide 
to  lending  facilities  that  was  published  sometime  in  1981  before  I 
left  tiie  lending  division  of  the  bank  to  go  to  Singapore. 

The  Chairman.  Pardon  me  for  interrupting,  because  I  think  you 
are  getting  away  from  the  question.  Among  other  things,  if  you 
published  a  manual — ^you  said  you  published  a  manual? 

Mr.  Sardelu.  A  g;uide  for  lending,  yes. 

The  Chairman.  Didn't  that  manual  set  forth  lending  limitations? 

Mr.  Sardelu.  No.  It  organized  people's  minds. 

The  Chairman.  OK  Organization.  All  right. 

Mr.  Sardelu.  And  when  I  went  through,  I  noticed  that  the  fig- 
ures didn't  match. 

The  Chairman.  When  you  went  through  what,  now? 

Mr.  Sardelu.  Through  the  papers,  the  Entrade  papers. 

The  Chairman.  Well,  now,  are  we  going  back  to  the  audit  that 
you  ordered? 

Mr.  Sardelu.  Yes.  That  is  the  only  one  I  know. 

The  Chairman.  OK.  And  you  did  notice  irregularities? 

Mr.  Sardelu.  Sure. 

The  Chairman.  Did  you  follow  through? 

Mr.  Sardelu.  Oh,  I  called  Mr.  Messere  whom  I  had  dispatched 
to  Atlanta,  and  I  ask,  by  the  way,  shall  we  look — excuse  me.  First 
of  all,  I  went  through  the  Entrade  papers  and  then  I  called  Atlanta 
or  had  someone  call  Atlanta,  and  when  I  noticed  that  somebody 
was  pulling  my  leg.  I  requested  whomever  I  was  talking  to  that 
they  tell  Drogoul  that  I  want  to  talk  to  him.  So  he  called  me. 

And  I  asked  him,  where  is  the  collateral  for  this  "Entrade"  trans- 
action? And  the  collateral  wasn't  simply  there.  So  I  refused  ap- 
proval on  that  Entrade  business.  I  directed  him  to  either  get  suffi- 
cient collateral  or  reduce  the  loan  to  the  extent  of  the  collateral. 

Simultaneously,  I  asked  Messere,  by  the  way,  what  is  the  situa- 
tion like  in  Atlanta?  He  answered  that  it  was  very  bad.  What  I  did 
was  direct  him  to  send  me  an  interim  report,  because  I  did  not 
want  to  wait  for  the  end  of  the  inspection.  No,  no,  you  send  me  now 
on  fax  what  you  found.  So  he  sent  me  two  or  three  pages. 

I  went  through  those  pages  and  I,  by  the  grace  of  God,  I  couldn't 
see  any  irregularity,  simply  because  there  were  no  figures  that 
would  make  the  situation  look  bad.  So  I  insisted  that  he  gives  me 
additional  details,  which  came,  and  at  that  point  I  sent  Drogoul  a 
scorching  letter,  but  to  the  best  of  my  recollection  and  belief,  I  still 
doubt  that  there  was  anything  in  that  interim  report,  anything  con- 
nected with  Iraq. 

Maybe  we  are  talking  about  Continental  Grain,  who  was  indi- 
rectly connected  with  Iraq.  But  if  you  tell  me  that  it  is  Continental 
Grain  and  Continental  Grain  has  a  line  of  credit  in  the  neighbor- 
hood of  $100  million,  I  don't  make  any  connection.  It  is  you,  you 
maike  the  connection.  If  you  are  telling  me  that  Continental  Grain 
is  over  the  line  to  me,  it  is  a  risk  of  Continental  Grain.  If  you  are 
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talking  to  me  about  the  bank,  you  know  something  to  that  effect, 
I  don't  see  Iraq. 

Anyway,  I  wrote  a  scorching  letter  and  I  don't  know  whether  the 
committee  has  a  copy  thereof.  And  I  invited  him  to  come  to  town 
to  hear  more  on  that  subject. 

At  that  meeting  I  also  invited  the  Rome  chief  inspectors.  One  L. 
Costantini  that  had  come  to  town.  I  placed  a  copy  of  that  letter  in 
his  hand;  we  are  now  about  October  3,  1988,  if  I  am  not  mistaJcen, 
I  invited  Drogoul  from  October  7,  1988.  I  knew  that  Costantini  was 
going  back  to  Rome  on  the  10th.  I  placed  a  copy  of  that  letter  in 
his  hand  and  addressed  to  Central  Auditing  Rome.  I  invited  him 
to  the  meeting.  He  heard  me  talking  to  Drogoul.  Unfortunately,  it 
seems  like  the  copy  of  the  letter  meant  for  Rome  was  not  delivered 
by  Costantini  for  a  number  of  reasons,  excluding  the  right  one. 

I  was  then  a  joint  central  manager  of  the  bank,  a  position  cov- 
ered by  the  bank's  by-laws.  As  such,  I  had  every  right  to  instruct 
him  to  deliver  the  letter.  He  claims  he  didn't.  Why?  You  should  ask 
him. 

Not  only  that,  now  we  come  to  the  full  report,  the  40-page  or  so 
auditing  report  on  the  activities  of  the  branch.  Now  we  are  in  De- 
cember 1988.  There  has  already  been  the  October  1988  meeting 
with  the  managing  director  of  the  bank  who  has  practically  told  me 
to  leave  Drogoul  alone,  OK?  Instead,  I  sent  Pedde  this  paper,  the 
auditiong  report.  I  have  no  answer. 

I  send  him  another  copy  of  the  report  in  February  1989,  because 
I  am  going  to  be  in  Rome  in  March  to  discuss  the  budget.  When 
I  show  up  to  discuss  the  budget,  tells  me  that  he  wants  me  back 
to  Rome  because  I  don't  treat  well  my  "inferiors."  That  is  what  he 
tells  me.  We  are  now  talking  about  March  10,  1989.  I  sent  him  to 
where  everybody  knows  and  here  I  am.  Besides,  March  1989  is  the 
month  Pedde  reiterated  that  the  correction  of  the  irregularities 
that  surface  in  any  branch  or  agency  as  a  result  of  internal  auditor 
inspectors  (either  from  New  York  Auditing  Department  or  from 
Central  Auditing — ^Rome)  is  the  domain  of  not  the  regional  man- 
ager but  the  head  of  the  New  York  branch  administrative  division. 

The  Chairman.  Your  letter  of  October  3,  as  you  said  a  while  ago, 
1988,  to  Mr.  Drogoul,  now  that  one  was  delivered  to  Mr.  Drogoul. 

Mr.  Sardelli.  Oh,  yes. 

The  Chairman.  And  you  met  with  Mr.  Drogoul? 

Mr.  Sardelli.  In  the  presence  of  the  inspector  from  Rome,  yes. 

The  Chairman.  Oh,  the  inspector  from  Rome. 

Mr.  Sardelli.  And  the  inspector  from  New  York,  whom  I  had 
sent. 

The  Chairman.  Your  letter  was  very  definitely  a  strong  one.  You 
say 

Mr.  Sardelli.  I  hope  it  is  in  good  English,  too. 

The  Chairman.  And  I  am  going  to  quote  from  your  letter.  Even 
though  I  think  we  have  it  in  the  record,  I  will  again  place  it  in  the 
record  at  this  point. 

Mr.  Sardelli.  Sure. 

[The  information  referred  to  can  be  found  in  the  appendix.] 

The  Chairman.  You  have,  reverting  to  officialdom,  I  believe  that 
your  explanations  of  the  circumstances  which  prompted  the  exist- 
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ence  of  as  many  unacceptable  exceptions  are  needed  with  the  ut- 
most urgency. 

Mr.  Sardelu.  We  are  still  not  talking  about  Iraa. 

The  Chairman.  No.  I  know.  But  you  are  talking  about  the 
letter 

Mr.  Sardelu.  Yes,  yes. 

The  Chairman.  To  Drogoul  pointing  out  that  there  were  things — 
irregularities  that  had  to  oe  taJten  care  of. 

Mr.  Sardelu.  Yes,  yes. 

The  Chairman.  All  right.  Now,  with  the  letter — with  reference  to 
the  letter  to  Rome,  which  apparently  wasn't  delivered 

Mr.  Sardelu.  Yes. 

The  Chairman.  Did  you  ever  follow  through  to  find  out- 


Mr.  Sardelu.  Sir,  the  minute  that  I  show  up  in  Rome,  March 
10,  1989,  the  managing  director  of  the  bank  tells  me  that  I  am 
through  with  North  America.  To  rephrase  the  same  thing  over 
again,  that  report  was  on  Mr.  Lombardi's  desk  since  March  1989. 
The  translation  of  that  report  in  Italian  surfaced  in  Rome  the  day 
that  I  was  leaving  the  bank,  July  11,  1989.  Excuse  me,  leaving  for- 
mally. 

I  had  amassed  158  days  of  unspent  vacation.  If  anybody  cares  to 
go  to  the  bank  and  have  a  look  at  the  log,  it  will  notice — it  will  be 
noticed  that  I  am  at  the  bank  at  8  o'clock  in  the  morning,  and 
when  I  am  in  New  York,  I  leave  the  bank  at  midnight  because  I 
like  to  shake  hands  with  the  employees  of  the  night  shift  in  the 
computer  room,  since  I  have  a  bad  temper,  you  see.  So  I  go  there 
to  shake  hands  with  him. 

Now,  what  happens  here?  When  the  managing  director  told  me 
that  I  was  through  with  the  area  of  North  America — as  I  men- 
tioned it  to  you,  a  decision,  the  wisdom  of  which  I  questioned  in 
court — at  that  point — ^let  me  put  it  this  way.  The  personal  report — 
after  all,  I  am  only  a  joint  central  manager,  is  dead.  So  why  should 
I  suffer  vour  abuse?  All  right? 

I  tell  him  his  place,  which  I  did,  and  left  that  day  without  shak- 
ing hands.  The  Italian  translation  of  the  auditing  report  will  sur- 
face in  Italian  on  July  10,  the  day  that  I  left  formally  the  bank. 
But  the  head  office  had  told  me  to  leave  the  activities  of  the  North 
American  management  effective  April  15,  because  they  try  to  make 
it  look  like  it  was  now  my  fault  if  I  had  158  days  of  unspent  vaca- 
tion days. 

Why  did  it  surface  July  10,  1989,  7  months  later?  I  am  not  the 
person  who  can  provide  the  answer  to  that.  All  I  can  say  is  that 
it  was  not  the  first  time  that  a  major  paper  was  held  for  a  long 
period  of  time.  A  letter  by  the  chairman  dated  July  8,  1988  enclos- 
ing the  directors'  strategic  decision  that  were  bound  to  influence 
the  bank's  foreign  network  and  particularly  the  area  of  North 
America  was  kept  in  somebody's  drawer  for  months  and  placed  in 
the  mail  only  in  December  1988. 

Mr.  Vincenzino.  Mr.  Chairman,  may  I  say  something? 

The  Chairman.  Absolutely.  Yes,  Mr.  Vincenzino. 

Mr.  Vincenzino.  I  have  not  been  paid  by  mv  previous  employer, 
for  sure,  and  as  a  matter  of  fact,  I  even  took  tnem  to  court  for  sev- 
erance payment  that  I  thought  was  due  to  me,  and  I  lost  at  court, 
so  forget  about  the  issue.  But  again,  let  me  defend  my  previous  em- 
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ployer,  and  let  me  understand,  because  maybe  this  evening  I  am 
not  understanding  too  well  listening  to  Mr.  Sardelli. 

Mr.  Sardelli.  Mr.  Chairman,  excuse  the  interruption.  By  com- 
parison Mr.  Vincenzino  was  a  very  low-ranking  oflRcer  in  the  bank, 
OK?  So  I  don't  have  to  remotely  consult  with  him  on  what  I  can 
do  and  what  I  can't  do.  Besides,  unless  Pedde  told  him  something 
he  never  told  me,  Mr.  Vincenzino's  position  at  BNL-New  York 
branch  from  March  1988  was  subordinate  to  even  the  New  York 
branch  manager.  How  he  can  do  the  things  he  says  he  is  doing 
after  March  1988  without  my  authorization  still  beats  me. 

The  CHAmMAN.  Excuse  me,  Mr.  Sardelli.  Let  him  complete  his 
statement. 

Mr.  Sardelu.  Sure. 

Mr.  Vincenzino.  What  I  wanted  to  say,  thank  you  for  allowing 
me,  and  I  apologize,  but  I  have  been  a  branch  manager  in  three 
instances,  and  if  something  had  been  brought — and  I  have  had  in- 
spections from  the  Federal  Reserve,  from  the  auditors  and  from  the 
outside  auditors,  I  cannot  recall  one  instance  where  they  didn't  find 
something,  because  the  best  job  on  Earth  is  to  be  an  auditor.  You 
always,  you  must  find  something,  and  you  always  find  little  things, 
you  find  something. 

If  something  important,  something  big  had  ever  been  brought  to 
my  attention,  first  of  all,  the  auditor  doesn't  depend  from  the 
branch  manager.  We  are  talking  now  of  internal  auditors.  They  do 
not  depend  from  the  branch  manager.  They  depend  directly,  or  at 
least  they  are  to  report  directly  to  the  head  of  the  auditing  depart- 
ment at  central  office. 

And  second,  if  I  had  been  in  a  situation  of  something  of  that  im- 
portance being  brought  to  me,  and  if  I  had  seen  that  top  manage- 
ment had  not  acted,  then  I  would  have  gone  to  Bank  Italia,  to  the 
central  authorities,  and  really  even  from  there  I  would  not  have 
heard  anjrthing,  I  would  have  gone  to  the  local  banking  authorities. 
Forgive  my  statement. 

The  Chairman.  The  only  question  I  had  for  the  two  ladies  was, 
where  are  you  employed  now? 

Ms.  Maggi.  Well,  I  sell  software  to  corporate  clients  to  allow 
banking  delivery  services. 

The  Chairman.  Where?  In  Atlanta? 

Ms.  Maggi.  No,  sir.  I  live  in  Chicago. 

The  Chairman.  Oh,  in  Chicago,  OK 

Ms.  IVEY.  I  work  for  the  Cobb  County  Board  of  Education. 

The  Chairman.  I  see.  Just  one  final  thing.  I  will  have  some  ques- 
tions, because  you  have  been  most  patient,  you  have  been  here  all 
day,  that  I  will  submit  in  writing  rather  than  prolong  this.  But  I 
just  wanted  to  make  a  comment  if  I  understood  correctly  Mr.  von 
Wedel. 

In  answer  to  Mr.  Bachus'  inquiry,  you  said  you  had  accepted  a 
gift,  or  as  is  labeled  in  law,  a  gratuity,  and  that  this  was  a  gift 
from  an  individual  who  did  business  with  the  bank  with  which  you 
are  employed. 

Mr.  VON  Wedel.  Correct. 

The  Chairman.  Well,  I  don't  believe  in  being  unnecessarily  se- 
vere or  harsh,  but  I  would  define  that  as  a  bribe.  And,  in  fact,  I 
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think  in  those  cases  in  law  where  such  accusations  have  been 
made,  that  is  about  the  definition. 

I  do  beheve,  though,  in  being  just  as  harsh  as  truth  and  as  un- 
compromising as  justice,  and  uiis  is  the  reason  I  have  made  the 
statements  I  nave  made  from  the  beginning  this  morning  and  from 
the  beginning  of  the  hearings  in  which  I  have  deplored  a  lack  of 
integrity  in  our  judicial  system,  and  in  particular,  in  the  Depart- 
ment of  Justice. 

And  I  think  that  for  you  to  say,  Mr.  von  Wedel,  that  it  was  a  gift, 
you  know,  unlike  a  gift  from  some  disinterested  party  that  I  think 
would  be  defined  as  a  gift,  for  you  to  try  to  define  this  as  other 
than  a  gratuity,  as  a  quid  pro  quo  I  think  is  ingenuous,  and  I  just 
can't  ten  you  how  much  I  deplore  that. 

I  think  we  have  reached  a  point  in  our  country — ^in  fact,  it  isn't 
the  first  time  in  our  historical  developmental  experiences  of  either 
our  country  or  society  in  general,  but  a  democracy  such  as  ours 
cannot  long  continue  if  in  me  private  sector  itself  we  can't  muster 
higher  standards  than  that,  and  should  we  then  expect  from  the 
public  sector,  which  is  supposed  to  be  a  reflection  or  a  good  mirror 
of  our  society  in  general. 

Yet,  I  find  that  the  battering  that  has  been  given  the  public  sec- 
tor has  been  so  severe  that  tne  occurrences  tnat  we  have  had  to 
painfully  explore  in  the  past  5  years  in  the  private  sector  leads  me 
to  conclude  that  despite  all  of  the  furor  about  the  public  level,  judg- 
ing fVom  my  association  with  my  colleagues  on  this  level  and  with 
the  associations  I  have  had  in  the  past  in  the  private  sector,  that 
in  the  main,  the  overwhelming  preponderant  majority  of  the  mem- 
bers are  members  of  high  quality  amd  moral  standard.  And  that  is 
the  hope  that  maintains  some  of  us  and  actually  the  sustenance. 
I  see  in  some  of  the  new  members  that  we  obtained  as  a  result  of 
the  elections  last  year  a  lot  of  reason  to  hope  in  addition  to  that. 

But  I  do  think  that  we  can't  casually  refer  to  such  things  as  you 
report,  Mr.  von  Wedel,  in  the  hope  that  it  can  be  interpreted  as 
anything  other  than — whether  it  is  private  or  public  business — an 
improper  action. 

Now,  Mr.  Drogoul  in  answer  to  my  question  categorically  denied 
that  he  had  ever  received  any  kind  of  a  bribe  or  kickback.  But  then 
admitted  in  answer  to  the  questions  again  that  Mr.  Bachus  pro- 

Eounded  in  more  detail  that  he  had  received  a  very  extensive  loan, 
ut  which  in  answer  to  further  questioning  as  much  as  said  that 
he  considered  it  tantamount  to  a  gift,  too. 

So  with  that,  I  will  yield  to  Mr.  Bachus  for  any  additional  state- 
ment or  questions  he  might  want  to  ask  in  as  succinct  a  manner 
as  possible. 

Mr.  Bachus  of  Alabama.  Thank  you,  Mr.  Chairman. 

First  of  all,  I  would  say  that  this  also  is  not  a  gift  from  Mr. 
Tezeller.  It  ultimately  was  a  gift  from  the  American  people.  The 
money  was  ultimately,  they  were  the  victims,  and  that  these  loans 
were  guaranteed  by  the  U.S.  Government,  which  is  the  people. 

Mr.  VON  Wedel.  Excuse  me.  That  loan  was  not  guaranteed  by 
the  U.S.  Government;  it  was  a  direct  loan  to  Rafidain  Bank,  and 
it  was  paid  on  the  maturity  date,  the  loan  with  the  bank  making 
all  the  profits  and  so  forth  from  it.  I  just  would  like  to  point  that 
out. 
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Mr.  Bachus  of  Alabama.  But  the  loan  was  guaranteed. 

Mr.  VON  Wedel.  No,  it  was  not,  sir. 

Mr.  Bachus  of  Alabama.  Is  that  correct? 

Mr.  VON  Wedel.  That  is  correct,  sir.  And  it  was  paid  on  its  matu- 
rity. 

Mr.  Bachus  of  Alabama.  Well,  I  stand  corrected. 

Let  me  ask  you  this 

Mr.  VON  Wedel.  Let  me  say  it  arose  out  of  a  transaction  where 
the  commodity  was  guaranteed  by  the  U.S.  Grovemment,  and  that 
also  was  paid  off  on  its  maturity  date.  So  every  3  years.  But  it 
covered 

Mr.  Bachus  of  Alabama.  Did  not  the  U.S.  Government  buy  that 
commodity? 

Mr.  VON  Wedel.  No.  The  United  States  Government  sold  the 
commodity,  sir,  to  the  Iraqis.  What  this  covered,  this  particular 
transaction  arose  out  of  it,  it  was  a  bagging  operation  in  Turkey 
where  the  com  was  shipped  to  Turkey,  mixed  into  a  feed  grain  and 
bagged  in  Turkey.  It  was  a  Turkish  operation,  and  therefore,  it 
does  not  qualify  under  the  CCC  at  all,  and  we  made  sure  of  that. 
And  it  was  a  separate  transaction  that  was  not  guaranteed  by  the 
U.S.  Grovemment.  And  the  transaction  was  paid  on  its  maturity 
date. 

Mr.  Bachus  of  Alabama.  Let  me  ask  you  this,  Mr.  Sardelli.  And 
I  am  not  sure  I  agree  with  that  characterization.  I  still  think 
that 

Mr.  VON  Wedel.  Well,  can  I  maybe  clarify  it  a  little  better  for 
you,  sir. 

Mr.  Bachus  of  Alabama.  Let  me  say  this:  That  was  a  loan 

Mr.  VON  Wedel.  I  am  not  justifying  what  I  did  or  taking  the 
money.  I  just  wanted  to  set  the  record  straight,  because  you  made 
a  comment,  sir,  that  the  U.S.  citizens  paid  the  ultimate  price  on 
it. 

Mr.  Bachus  of  Alabama.  Who  paid  that  loan  back? 

Mr.  VON  Wedel.  It  was  paid  back  by  Rafidain  Bank,  but  it  had 
nothing  to  do  with  the  CCC  guarantee.  I  mean,  it  is  on  the  record, 
sir.  You  can  check  all  of  the  records  and  whatever  else  is  there.  It 
is  public  information. 

Mr.  Bachus  of  Alabama.  Was  this  not  purchase  of  corn  or 
grain? 

Mr.  VON  Wedel.  Excuse  me? 

Mr.  Bachus  of  Alabama.  What  was  this  purchase  of? 

Mr.  VON  Wedel.  It  was  the  purchase  of  com.  Let  me  explain  the 
transaction  to  you.  It  was  the  purchase  of  com  and  other  protein 
meals. 

Mr.  Bachus  of  Alabama.  But  was  that  money  not  intended  to 
go  to  purchase  grain  from  farmers  here  in  the  United  States? 

Mr.  VON  Wedel.  No.  This  money  was  to  pay  for  the  bagging  op- 
eration, sir,  to  put  the  com  in  bags.  The  com  got  to  its  destinations 
after  it  was  bagged.  But  it  was  not  under  a  CCC  guarantee.  It  was 
not  guaranteed  by  the  Commodity  Credit  Corporation.  It  was  paid 
back  in  18  months,  or  approximately  24,  but  it  was  paid  on  its  ma- 
turity, but  it  was  outside  the  CCC  Program.  It  was  not  part  of  the 
CCC  transaction. 
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I  just  wanted  to  set  the  record  straight  on  that.  That  is  all  I  am 
saying.  I  am  not  justifying  anything  that  I  have  done. 

Mr.  Bachus  of  Alabama.  All  right. 

Mr.  Sardelli,  you  heard  Mr.  Drogoul's  testimony  today?  Were  you 
present  when  he  testified? 

Mr.  Sardelli.  I  was  present.  I  am  not  so  sure  whether  I  was 
there  when  you  were  there. 

Mr.  Bachus  of  Alabama.  You  heard  him  say  that  officials  in 
Rome  with  the  BNL  were  aware  of  his  activities?  You  did  hear  him 
say  that? 

Mr.  Sardelu.  I  beg  your  pardon? 

Mr.  Bachus  of  Alabama.  You  did  hear  him  say — ^his 
testimony- 


Mr.  Sardelli.  I  heard  him  in  court  also  testifying.  I  mean,  this 
is  the  third  time  that  I  see  Drogoul. 

Mr.  Bachus  of  Alabama.  Do  you  agree  with  his  testimony  or 
disagree? 

Mr.  Sardelu.  Look,  let  me  say  this:  He  must  have  been  encour- 
aged to  do  something. 

Mr.  Bachus  of  Alabama.  I  am  sorry. 

Mr.  Sardelli.  He  must  have  been  encouraged  to  do  something. 
What,  I  don't  know. 

Mr.  Bachus  of  Alabama.  Who  would  have  encouraged  him? 

Mr.  Sardelli.  Well,  see,  let  me  word  it  this  way.  Whether  or  not 
they  understood  each  other,  that  is  Mr.  Drogoul  and  the  managing 
director,  they  should  be  asked,  the  two  of  them. 

Mr.  Bachus  of  Alabama.  The  managing  director  in  Rome? 

Mr.  Sardelu.  I  wasn't  there  when  they  talked  in  New  York,  I 
wasn't  tiiere  when  they  talked  in  Rome,  I  wasn't  there  any  time 
that  they  talked  to  each  other,  because  if  there  was  one  person  that 
was  not  there,  that  was  me. 

You  see,  at  one  point  that— what  is  that?  Because  you  know,  this 
is  serious  business  and  it  should  be  treated  as  such. 

You  see 

Mr.  Bachus  of  Alabama.  Who  is  the  managing  director  in  Rome 

that  you  are  referring  to? 

Mr.  Sardelu.  Well,  Mr.  Drogoul  said,  and  there  is  no  way  that 
I  don't  believe  it,  because  they  have  been  talking  in  New  York, 
himself  and  Pedde.  Drogoul  says  that  there  was  also  another  man 
present  at  his  conversation  with  Pedde  in  October  1988;  a  man 
with  no  position  in  the  bank,  but  who  was  acting  as  though  he  was 
the  owner  of  the  bank. 

As  a  matter  of  fact,  I  believe  that  it  was  him  who  hired  Vecci 
as  the  manager  of  the  New  York  branch  to  be  sure  another  person 
who  had  never  covered  the  position  of  a  branch  manager  anyplace; 
as  a  matter  of  fact,  he  was  a  treasurer  in  the  New  York  markets, 
and  if  there  were  rumors  about  this  inordinate  activity  of  the  At- 
lanta agency,  he  should  have  been  the  most  likely  one  to  know. 

Mr.  Bachus  of  Alabama.  Who  would  we  ask? 

Mr.  Sardelu.  Who? 

Mr.  Bachus  of  Alabama.  Who  is  this  person? 

Mr.  Sardelu.  The  man  that  then  was  hired  to  become  the 
branch  manager  in  New  York,  that  is  Vecchi.  But  Mr.  Drogoul 
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claims  that  it  was  when  he  was  talking  to  Mr.  Pedde,  the  then 
managing  director  of  the  bank,  that  he  received  directives. 

Mr.  Bachus  of  Alabama.  OK.  In  Rome? 

Mr.  Sardelu.  No.  In  New  York. 

Mr.  Bachus  of  Alabama.  In  New  York. 

Mr.  Sardelu.  I  wasn't  there  at  the  meeting.  Whether  they  un- 
derstood each  other,  it  has  to  be  really  asked  to  each  one  of  them, 
not  to  me.  All  I  can  say  is  this 

Mr.  Bachus  of  Alabama.  Where  is  he  now? 

Mr.  Sardelli.  Where  is  the  man?  He  was  requested  to  resign  by 
the  owner  of  the  bank,  the  then  Minister  of  Treasury. 

Mr.  Bachus  of  Alabama.  When  was  this? 

Mr.  Sardelll  I  believe  that  together  with  the  chairman,  they 
were  requested  to  step  down  in  September  19 

Mr.  VON  Wedel.  Nineteen  hundred  and  eighty-nine. 

Mr.  Sardelll  Nineteen  hundred  and  eighty-nine,  yes. 

Mr.  Bachus  of  Alabama.  Do  you  know  where  he  is  today? 

Mr.  Sardelll  He  wouldn't  tell  me  for  sure. 

Mr.  Bachus  of  Alabama.  They  wouldn't  tell  you. 

Mr.  Sardelll  He  wouldn't  tell  me. 

Mr.  Bachus  of  Alabama.  But  he  would  know  whether 

Mr.  Sardelll  I  don't  know  whether  he  is  in  jail. 

Mr.  Bachus  of  Alabama.  In  your  opinion  he  would  know  wheth- 
er Rome  knew? 

Mr.  Sardelll  In  my  opinion — I  am  not  so  sure.  In  my  opinion? 

Mr.  Bachus  of  Alabama.  Yes. 

Mr.  Sardelll  Say  that  again,  please. 

Mr.  Bachus  of  Alabama.  In  your  opinion,  he  would  be  the  per- 
son that  would  know. 

Mr.  Sardelll  There  have  been  a  number  of  other  people,  like 
Lombardi,  for  instance,  there  is  no  doubt  about  that  that 

Mr.  Bachus  of  Alabama.  Where  is  he? 

Mr.  Sardelll  Lombardi?  I  have  been  33  years  at  BNL,  and 
when  I  joined  BNL 

Mr.  Bachus  of  Alabama.  Is  he  still  with  the  bank? 

Mr.  Sardelli.  There  was  almost  nobody  in  the  bank. 

Mr.  Bachus  of  Alabama.  Is  he  still  with  the  bank? 

Mr.  Sardelli.  He  is  now  pumping  water  on 

Mr.  Bachus  of  Alabama.  I  couldn't  understand  you. 

Mr.  Sardelli.  He  may  be  pumping  water  on  some  other  mishap, 
that  he  is  in  South  America  where  there  was  another  mishap  for 
the  bank.  The  gentleman  sitting  behind  me  was  suggesting  that 
Pedde  is  in  jail,  I  don't  know.  What  I  can  tell  you  is  what  I  know 
for  sure  is  this,  and  I  tell  you. 

Mr.  Bachus  of  Alabama.  You  mean  he  may  be  in  jail? 

Mr.  Sardelli.  He  was  sentenced  to  4  years  on  the  Luchaire  af- 
fair because  they  were  financing  the  Iran  business,  OK? 

Mr.  Bachus  of  Alabama.  So  he  may  be  in  jail? 

Mr.  Sardelli.  He  was  not  the  only  one.  The  person  whom  I  was 
supposed  to  replace  had  I  accepted  the  redeployment  to  Rome,  he 
received  same  term.  So  I  am  here  by  the  grace  of  Grod  and  perhaps 
my  guardian  angel,  right? 
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Mr.  Bachus  of  Alabama.  But  as  I  understand  your  testimony, 
people  in  Rome  would  have  had  to  have  known  what  was  going  on 
in  Atlginta? 

Mr.  Sardelli.  There  is  no  doubt — ^you  see,  in  November  1988, 
Mr.  Pedde  sent  to  the  area — and  this  is  another  thing.  Mr. 
Lombardi,  to  put  everybody  at  ease,  because  Mr.  Sardelli  would  be 
removed.  This  is  a  fact.  I  mean — by — I  don't  know,  it  is  only  a  fact. 
And  the  fact  that  I  am  relating  to  you  does  not  mean  that  I  am 
being  bad,  it  means  only  that  I  am  telling  the  truth. 

The  Chairman.  That  is  right. 

Mr.  Bachus,  we  have  about  4  minutes  left  to  record  a  vote. 

Mr.  Bachus  of  Alabama.  I  just  wanted  to  ask  unanimous  con- 
sent to  put  the  Lacey  report  into  the  record,  Mr.  Chairman. 

The  Chairman.  Without  objection,  it  is  so  ordered. 

[The  information  referred  to  can  be  found  in  the  appendix.] 

The  Chairman.  Let  me  sav  that  Mr.  Sardelli  very  well  answered, 
and  he  had  previously,  and  he  simply  wasn't  privy  to  those  cir- 
cumstances that  Mr.  Drogoul  related  to  us  as  having  justified  the 
decisions  that  he  made.  So  that  Mr.  Sardelli  through  our  records 
and  everything  else  has  acted  with  great  honor,  and  we  are  very 
grateful  to  you  for  your  cooperation. 

We  want  to  thank  again  each  and  every  one  of  you  very  much. 
And,  Mr.  Vincenzino,  I  share  with  you  your  feeling  about  the 
things  that  are  going  on — that  seem  to  reflect  on  this  great  Repub- 
lic of  Italy. 

Mr.  VlNCENZEsro.  Thank  you,  sir. 

The  Chairman.  Because  I  have  always  admired  and  have  re- 
spected and  have  drunk  deep  from  the  culture.  Let  me  say  the 
writings  and  the  tremendous  heritage,  and,  of  course,  I  think  it  is 
just  as  painful  to  some  of  us,  as  some  of  the  occurrences  that  we 
have  had  to  face  here  in  the  House  of  Representatives  not  too  long 
ago.  So  we  share  that  feeling,  and  let  me  say  that  our  utmost  re- 
spect for  the  great  people  of  Italy  remains  the  same. 

Mr.  Bachus  of  Alabama.  Mr.  Chairman,  I  would  like  to  say  to 
Ms.  Ivey  and  Ms.  Maggi,  your  cooperation  during  the  last  several 
years  is  much  appreciated. 

Ms.  Ivey.  Thank  you. 

Mr.  Bachus  of  Alabama.  And  we  did  ask  you  about  your 
present  location,  your  present  employment,  but  certainly  not — we 
certainly  want  you  to  know  that  we  feel  that  you  have  been  very 
cooperative  and  hope  that  there  is  no  concern  there. 

'Hie  Chairman.  I  will  add  my  voice  to  that  and  also  to  thank  you 
for  having  spoken  up  when  you  did  in  1989.  Thank  you  again  very 
much. 

The  committee  stands  adjourned  until  further  call  of  the  Chair, 
which  will  be  tomorrow  morning  at  10  o'clock  for  a  markup. 

[Whereupon,  at  4:45  p.m.,  the  hearing  was  adjourned,  subject  to 
the  call  of  the  Chair.] 
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Opening  Statement  of  Henry  B.  Gonzalez,  Chaiman 

Committee  on  Banking,  Finance  and  Urban  Affairs 

Hearing  with  Former  Employees  of  BNI. 

November  9,  19  93 

Today  marks  the  Banking  Committee's  sixth  hearing  on  the 
scandal  involving  the  Atlanta  agency  office  of  the  Italian  Banca 
Nazionale  del  Lavoro  (BNL) .  The  Committee's  investigation  of  BNL 
originally  grew  out  of  my  concern  that  our  financial  system  was 
vulnerable  to  abuse  by  foreign  banks  who  were  taking  advantage  of 
the  openness  of  our  financial  system  and  inadequate  supervision  on 
the  part  of  our  federal  and  state  bank  regulators. 

The  Committee's  investigation  revealed  that  foreign  banks  were 
subject  to  inadequate  supervision  and  an  outmoded  regulatory 
structure.  These  findings  served  as  a  catalyst  for  overhauling  our 
system  of  regulating  foreign  banks.  Foreign  banks  are  now  subject 
to  far  greater  scrutiny  by  the  regulators,  but  we  must  remain  on 
guard.  This  is  especially  true  given  that  the  foreign  bank 
presence  in  the  U.S.  continues  to  grow.  The  latest  tally  reveals 
that  foreign  banks  command  nearly  a  trillion  dollars  in  assets  in 
the  U.S.  —  over  twenty  percent  of  total  banking  system  assets. 

The  BNL  scandal  also  serves  as  a  shocking  reminder  of  the  ease 
at  which  our  financial  system  can  be  manipulated.  While  it  may 
seem  hard  to  believe  that  a  handful  of  employees  of  a  small  agency 
office  like  BNL  could  secretly  loan  billions  to  Iraq,  the  scheme 
was  carried  out  with  apparent  ease.  There  are  several  competing 
claims  about  the  origins  of  the  scandal  and  whether  or  not  the  BNL 
Atlanta  employees  acted  alone  or  as  part  of  a  broader  covert  policy 
involving  the  U.S.  and  Western  European  tilt  toward  Iraq. 
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One  group  that  has  not  had  the  opportunity  to  tell  their  side 
of  the  story  is  the  former  employees.  Today's  hearing  provides  an 
opportunity  to  explore  the  means  and  motivations  by  which  the 
former  employees  perpetrated  the  single  greatest  banking  fraud  in 
U.S.  history.  They  will  hopefully  answer,  once  and  for  all,  the 
question  of  whether  or  not  they  acted  alone. 
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Mr.  Christopher  ?••  Drogoul 
c/o  Mr.  Robert  M. 'simels,  Esq. 
Robert  M.  Simels,  P.C. 
260  Madison  Avenue 
New  York,  NY   10016 

Dear  Mr.  Drogoul: 

The  Committee  on  Banking,  Finance  and  Urban  Affairs  will  hold 
a  hearing  on  the  activities  of  the  Atlanta  office  of  the  Banca 
Nazionale  del  Lavoro  on  Tuesday,  November  9,  1993,  at  10:00  a.m., 
in  Room  2128,  Rayburn  House  Office  Building.  The  Committee 
requests  that  you  testify  at  the  hearing. 

The  Committee  asks  that  you  be  prepared  to  discuss  the  issues 
involved  in  the  management,  operation  and  regulation  of  BNL  during 
your  tenure  with  the  bank.  Please  address  the  following  questions 
in  your  written  statement: 

1.  What  were  your  duties  at  BNL? 

2.  How  would  you  describe  the  performance  and  quality  of 
bank  examiners  assigned  to  the  BNL-Atlanta  examinations? 

3.  To  what  extent  did  BNL-New  York  or  BNL-Rome  officials 
know  about  the  Commodity  Credit  Corporation  (CCC) 
guaranteed  or  medium  terra  loans  (MTLs)  to  Iraq?  Please 
list  the  person(s)  that  had  knowledge  of  the  loans,  and 
describe  the  extent  of  their  knowledge. 

4.  Do  you  have  any  reason  to  believe  that  any  part  of  the 
U.S.,  Italian,  or  U.K.  governments  were  aware  of  the  CCC 
or  MTL  loans  to  Iraq  prior  to  the  BNL  raid  on  August  4, 
1989?   Please  explain. 

5.  Do  you  have  reason  to  believe  that  the  commodities 
purchased  by  Iraq  with  CCC-guaranteed  loans  were  diverted 
for  military  goods?   Please  explain. 
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What  is  your  knowledge  of  BNL's  relationship  with 
Kissinger  Associates?  Did  you  have  any  contact  with 
Kissinger  Associates?  Did  you  or  anyone  else  at  BNL  ever 
discuss  the  CCC  or  MTL  loans  to  Iraq  with  Kissinger 
Associates? 


8. 


9. 


Please  provide  any  comments  you  have  on  the  Justice 
Department's  handling  of  the  BNL  investigation.  Why  did 
you  withdraw  your  original  plea  agreement  with  the 
Justice  Department?  Do  you  have  any  comments  on  Judge 
Lacey's  BNL  Report? 

Please  comment  on  the  Italian  government's  use  of  BNL- 
Atlanta  to  finance  the  sale  of  military  hardware  such  as 
Sidewincter  missiles  and  attack  helicopters? 

What  was  you  knowledge  of  BNL's  relationship  with  the 
Bank  of  Credit  and  Commerce  International  (BCCI)? 


In  accordance  with  Committee  rules,  please  deliver  200  copies 
of  your  prepared  statement  to  Room  2129,  Rayburn  House  Office 
Building,  Washington,  D.C.  20515  by  10:00  a.m.,  November  8,  1993. 

Your  entire  written  statement  will  be  included  in  the  hearing 
record  and  will  be  made  available  to  all  Committee  members  in 
advance  of  your  appearance. 


Thank  you  for  your  cooperation 
to  your  testimony. 


The  Committee  looks  forward 


Henry  ^.  Gonzals 
Chairman 


HBG: jr/dk 
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Mr.  Paul  Von  Wedel 

c/o  Mr.  John  P.  Martin,  Esq. 

500  Grant  Building 

44  Broad  Street 

Atlanta,  GA   30309 

Dear  Mr.  Von  Wedel: 

The  Committee  on  Banking,  Finance  and  Urban  Affairs  will  hold 
a  hearing  on  the  activities  of  the  Atlanta  office  of  the  Banca 
Nazionale  del  Lavoro  on  Tuesday,  November  9,  1993,  at  10:00  a.m., 
in  Room  2128,  Rayburn  House  Office  Building.  The  Committee 
requests  that  you  testify  at  the  hearing. 

The  Committee  asks  that  you  be  prepared  to  discuss  the  issues 
involved  in  the  management,  operation  and  regulation  of  BNL  during 
your  tenure  with  the  bank.  Please  address  the  following  questions 
in  your  written  statement: 

1.  What  were  your  duties  at  BNL? 

2.  How  would  you  describe  the  performance  and  quality  of 
bank  examiners  assigned  to  the  BNL-Atlanta  examinations? 

3.  To  what  extent  did  BNL-New  York  or  BNL-Rome  officials 
know  about  the  Commodity  Credit  Corporation  (CCC) 
guaranteed  or  medium  term  loans  (MTLs)  to  Iraq?  Please 
list  the  person(s)  that  had  knowledge  of  the  loans,  and 
describe  the  extent  of  their  knowledge. 

4.  Do  you  have  any  reason  to  believe  that  any  part  of  the 
U.S.,  Italian,  or  U.K.  governments  were  aware  of  the  CCC 
or  MTL  loans  to  Iraq  prior  to  the  BNL  raid  on  August  4, 
1989?   Please  explain. 

5.  Do  you  have  reason  to  believe  that  the  commodities 
purchased  by  Iraq  with  CCC-guaranteed  loans  were  diverted 
for  military  goods?   Please  explain. 

6.  What   is  your  knowledge  of   BNL's   relationship  with 
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Kissinger  Associates?  Did  you  have  any  contact  with 
Kissinger  Associates?  Did  you  or  anyone  else  at  BNL  ever 
discuss  the  CCC  or  MTL  loans  to  Iraq  with  Kissinger 
Associates? 

Please  provide  any  comments  you  have  on  the  Justice 
Department's  handling  of  the  BNL  investigation.  Do  you 
have  any  comments  on  Judge  Lacey's  BNL  Report? 

Please  comment  on  the  Italian  government's  use  of  BNL- 
Atlanta  to  finance  the  sale  of  military  hardware  such  as 
Sidewinder  missiles  and  attack  helicopters. 


9.    What  is  your  knowledge  of  BNL's  relationship  with  the 
Bank  of  Credit  and  Commerce  International  (BCCI)? 

In  accordance  with  Committee  rules,  please  deliver  200  copies 
of  your  prepared  statement  to  Room  2129,  Rayburn  House  Office 
Building,  Washington,  D.C.  20515  by  10:00  a.m.,  November  8,  1993. 

Your  entire  written  statement  will  be  included  in  the  hearing 
record  and  will  be  made  available  to  all  Committee  members  in 
advance  of  your  appearance. 

Thank  you  for  your  cooperation.  The  Committee  looks  forward 
to  your  testimony. 


^^ncerely , 

/}mi 


Henry  B.  Gonzal 
Chairman 


HBG: jr/dk 
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Ms.  Mela  Maggi 

c/o  Mr.  Michael  Abbott,  Esq. 

100  Peachtree  Street,  N.W. 

Suite  200 

Atlanta,  GA   30303 

Dear  Ms.  Maggi: 

The  Coimnittee  on  Banking,  Finance  and  Urban  Affairs  will  hold 
a  hearing  on  the  activities  of  the  Atlanta  office  of  the  Banca 
Nazionale  del  Lavoro  on  Tuesday,  November  9,  1993,  at  10:00  a.m., 
in  Room  2128,  Rayburn  House  Office  Building.  The  Committee 
requests  that  you  testify  at  the  hearing. 

The  Committee  asks  that  you  be  prepared  to  discuss  the  issues 
involved  in  the  management,  operation  and  regulation  of  BNL  during 
your  tenure  with  the  bank.  Please  address  the  following  questions 
in  your  written  statement: 

1.  What  were  your  duties  at  BNL? 

2.  How  would  you  describe  the  performance  and  quality  of 
bank  examiners  assigned  to  the  BNL-Atlanta  examinations? 

3.  To  what  extent  did  BNL-New  York  or  BNL-Rome  officials 
know  about  the  Commodity  Credit  Corporation  (CCC) 
guaranteed  or  medium  term  loans  (MTLs)  to  Iraq?  Please 
list  the  person{s)  that  had  knowledge  of  the  loans,  and 
describe  the  extent  of  their  knowledge. 

4.  Do  you  have  any  reason  to  believe  that  any  part  of  the 
U.S.,  Italian,  or  U.K.  governments  were  aware  of  the  CCC 
or  MTL  loans  to  Iraq  prior  to  the  BNL  raid  on  August  4, 
1989?   Please  explain. 

5.  Do  you  have  reason  to  believe  that  the  commodities 
purchased  by  Iraq  with  CCC-guaranteed  loans  were  diverted 
for  military  goods?  Please  explain. 
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What  is  your  knowledge  of  BNL's  relationship  with 
Kissinger  Associates?  Did  you  have  any  contact  with 
Kissinger  Associates?  Did  you  or  anyone  else  at  BNL  ever 
discuss  the  CCC  or  MTL  loans  to  Iraq  with  Kissinger 
Associates? 


7.  Please  provide  any  comments  you  have  on  the  Justice 
Department's  handling  of  the  BNL  investigation.  Do  you 
have  any  comments  on  Judge  Lacey's  BNL  Report? 

8.  Please  comment  on  the  Italian  government's  use  of  BNL- 
Atlanta  to  finance  the  sale  of  military  hardware  such  as 
Sidewinder  missiles  and  attack  helicopters. 

9.  What  is  your  knowledge  of  BNL's  relationship  with  the 
Bank  of  Credit  and  Commerce  International  (BCCI)? 

In  accordance  with  Committee  rules,  please  deliver  200  copies 
of  your  prepared  statement  to  Room  2129,  Rayburn  House  Office 
Building,  Washington,  D.C.  20515  by  10:00  a.m.,  November  8,  1993. 

Your  entire  written  statement  will  be  included  in  the  hearing 
record  and  will  be  made  available  to  all  Committee  members  in 
advance  of  your  appearance. 

Thank  you  for  your  cooperation.  The  Committee  looks  forward 
to  your  testimony. 


Chairman 


HBG: jr/dk 


104 


ITTPMM  I.  MM.  Mum*  CAMOiMt  Ml  McCOUtML  aOMM 

J»«l  J  l^MCt.  MW  rOMK  MAWU  MOUKlMA.  MW  JOtttf 

WCf  t  VfNTO-  MNMMTA  CMMO  HNVTOI,  NIMUSU 

CHA«.(S  I  tCMUMCK.  HnW  VOM  THOMAS  MOOI.  nNMSnVAMU 

tAIMCT  FIUM.  MAStACMUtfTTI  ■■—       ■•.^■■m^a—     —  —  — ..^  —  ^  ^.  .:_  - TO»T  BOTH  WISCOWtW 

rAui.i.u>ixMs«i.niwsnvMA  11. S.  HOUSE  OF  REPRESENTAT  VES  *i«o*.i*cc««uM.c*t»«M* 

noto  »t  mutt  iww  »oi«  Jm  *«tu.  ow* 

nww  «ruM.  uMviMA  COMMITTEE  ON  BANKING.  FINANCE  AND  URBAN  AFFAJRS  cmg  ntowAa.  wratMo 

ONE  HUNOfltO  THIRD  CONGRESS 


SiZ^  •  lill^  <£?'M<  2129  RAYBURN  HOUSE  OFFICE  BUILDING  •«>  SSiCZ^SirK 

un  V  turami.  uMa  WASHINGTON,  DC  206 1 6-eOSO  >«  wjfnnrM.  cauniMo 

MWT  L  MitM.  KlMOIt  WOUtt  CASTU.  OCLAWAM 

SSiTKiCSiiri^SSr  October    19,     1993  «n.-a«w™. 


bOAMTM  HMSt.  OWGOH 
mrOIA  M.  VflMOUCZ.  MW  TOMt 


CU.VW  U.  OOCXJY.  OtrOOMM 


Ms.  Jean  Ivey 

c\o  Mr.  Robert  K.  Finnell,  Esq. 

P.O.  Box  63 

Rome,  GA   30162-0063 

Dear  Ms.  Ivey: 

The  Committee  on  Banking,  Finance  and  Urban  Affairs  will  hold 
a  hearing  on  the  activities  of  the  Atlanta  office  of  the  Banca 
Nazionale  del  Lavoro  on  Tuesday,' November  9,  1993,  at  10:00  a.m., 
in  Room  2128,  Rayburn  House  Office  Building.  The  Committee 
requests  that  you  testify  at  the  hearing. 

The  Committee  asks  that  you  be  prepared  to  discuss  the  issues 
involved  in  the  management,  operation  and  regulation  of  BNL  during 
your  tenure  with  the  bank.  Please  address  the  following  questions 
in  your  written  statement: 

1.  What  were  your  duties  at  BNL? 

2.  How  would  you  describe  the  performance  and  quality  of 
bank  examiners  assigned  to  the  BNL-Atlanta  examinations? 

3.  To  what  extent  did  BNL-New  York  or  BNL-Rome  officials 
know  about  the  Commodity  Credit  Corporation  (CCC) 
guaranteed  or  medium  term  loans  (MTLs)  to  Iraq?  Please 
list  the  person(s)  that  had  knowledge  of  the  loans,  and 
describe  the  extent  of  their  knowledge. 

4.  Do  you  have  any  reason  to  believe  that  any  part  of  the 
U.S.,  Italian,  or  U.K.  governments  were  aware  of  the  CCC 
or  MTL  loans  to  Iraq  prior  to  the  BNL  raid  on  August  4, 
1989?   Please  explain. 

5.  Do  you  have  reason  to  believe  that  the  commodities 
purchased  by  Iraq  with  CCC-guaranteed  loans  were  diverted 
for  military  goods?   Please  explain. 

6.  What  is  your  knowledge  of  BNL's  relationship  with 
Kissinger  Associates?   Did  you  have  any  contact  with 
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Kissinger  Associates?  Did  you  or  anyone  else  at  BNL  ever 
discuss  the  CCC  or  MTL  loans  to  Iraq  with  Kissinger 
Associates? 

7.  Please  provide  any  comments  you  have  on  the  Justice 
Department's  handling  of  the  BNL  investigation.  Do  you 
have  any  comments  on  Judge  Lacey's  BNL  Report? 

8.  Please  comment  on  the  Italian  government's  use  of  BNL- 
Atlanta  to  finance  the  sale  of  military  hardware  such  as 
Sidewinder  missiles  and  attack  helicopters. 

9.  What  is  your  knowledge  of  BNL's  relationship  with  the 
Bank  of  Credit  and  Commerce  International  (BCCI)? 

In  accordance  with  Committee  rules,  please  deliver  200  copies 
of  your  prepared  statement  to  Room  2129,  Rayburn  House  Office 
Building,  Washington,  D.C.  20515  by  10:00  a.m.,  November  8,  1993. 

Your  entire  written  statement  will  be  included  in  the  hearing 
record  and  will  be  made  available  to  all  Committee  members  in 
advance  of  your  appearance. 

Thank  you  for  your  cooperation.  The  Committee  looks  forward 
to  your  testimony. 


HBG: jr/dk 
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Mr.  Luigl  Sardelli 
294  Westchester  Avenue 
Crestwood,  NY   10707 

Dear  Mr.  Sardelli: 

The  Committee  on  Banking,  Finance  and  Urban  Affairs  will  hold 
a  hearing  on  the  activities  of  the  Atlanta  office  of  the  Banca 
Nazionale  del  Lavoro  on  Tuesday,  November  9,  1993,  at  10:00  a.m., 
in  Room  2128,  Rayburn  House  Office  Building.  The  Committee 
requests  that  you  testify  at  the  hearing. 

The  Committee  asks  that  you  be  prepared  to  discuss  the  issues 
involved  in  the  management,  operation  and  regulation  of  BNL  during 
your  tenure  with  the  bank.  Please  address  the  following  questions 
in  your  written  statement: 

1.  What  were  your  duties  at  BNL? 

2.  How  would  you  describe  the  performance  and  quality  of 
bank  examiners  assigned  to  the  BNL-Atlanta  examinations? 

3.  To  what  extent  did  BNL-New  York  or  BNL-Rome  officials 
know  about  the  Commodity  Credit  Corporation  (CCC) 
guaranteed  or  medium  term  loans  (MTLs)  to  Iraq?  Please 
list  the  person(s)  that  had  knowledge  of  the  loans,  and 
describe  the  extent  of  their  knowledge. 

4.  Do  you  have  any  reason  to  believe  that  any  part  of  the 
U.S.,  Italian,  or  U.K.  governments  were  aware  of  the  CCC 
or  MTL  loans  to  Iraq  prior  to  the  BNL  raid  on  August  4, 
1989?   Please  explain. 

5.  Do  you  have  reason  to  believe  that  the  commodities 
purchased  by  Iraq  with  CCC-guaranteed  loans  were  diverted 
for  military  goods?   Please  explain. 

6.  What  is  your  knowledge  of  BNL's  relationship  with 
Kissinger  Associates?  Did  you  have  iny  contact  with 
Kissinger  Associates?  Did  you  or  anyone  else  at  BNL  ever 
discuss  the  CCC  or  MTL  loans  to  Iraq  with  Kissinger 
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Associates? 

7.  Please  provide  any  comments  you  have  on  the  Justice 
Department's  handling  of  the  BNL  investigation.  Do  you 
have  any  comments  on  Judge  Lacey's  BNL  Report? 

8.  Please  comment  on  the  Italian  government's  use  of  BNL- 
Atlanta  to  finance  the  sale  of  military  hardware  such  as 
Sidewinder  missiles  and  attack  helicopters. 

9.  What  is  your  knowledge  of  BNL's  relationship  with  the 
Bank  of  Credit  and  Commerce  International  (BCCI)? 

In  accordance  with  Committee  rules,  please  deliver  200  copies 
of  your  prepared  statement  to  Room  2129,  Rayburn  House  Office 
Building,  Washington,  D.C.  20515  by  10:00  a.m.,  November  8,  1993. 

Your  entire  written  statement  will  be  included  in  the  hearing 
record  and  will  be  made  available  to  all  Committee  members  in 
advance  of  your  appearance. 


Thank  you  for  your  cooperation, 
to  your  testimony. 


The  Committee  looks  forward 


Chairman 


HBG: jr/dk 
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Hr.  Rinaldo  Petrignani 
Rogers  &  Wells 
607  14th  Street,  NW 
Washington,  D.C.   20005 

Dear  Mr.  Petrignani: 


The  Committee  on  Banking,  Finance  and  Urban  Affairs  will  hold 
a  hearing  on  the  activities  of  the  Atlanta  office  of  the  Banca 
Nazionale  del  Lavoro  on  Tuesday,  November  9,  1993,  at  10:00  a.m., 
in  Room  2128,  Rayburn  House  Office  Building.  The  Committee 
requests  that  you  testify  at  the  hearing. 

The  Committee  is  interested  in  the  discussions  you  held  with 
high-level  U.S.  government  officials  about  the  BNL  during  your 
tenure  as  Italy's  ambassador  to  the  United  States.  To  assist  the 
Committee,  please  address  the  following  questions  in  your  written 
statement: 

1.  Provide  a  list  of  all  meetings  you  attended  with  U.S. 
officials  where  BNL  was  discussed.  Include  the  reasons 
for  each  meeting,  a  description  of  what  was  discussed, 
and  names  and  affiliations  of  all  meeting  participants. 

2.  Who  in  the  Italian  Government  directed  you  to  attend 
these  meetings? 

3.  What  was  the  response  of  U.S.  officials  to  your 
suggestions  on  how  to  handle  the  BNL  investigation? 

4.  Do  you  have  any  knowledge  that  the  U.S.,  Italian,  or  U.K. 
Governments  were  aware  of  BNL's  CCC  or  MTL  loans  to  Iraq 
prior  to  the  August  4,  1989  raid?  Please  list  the 
person (s)  that  were  aware  of  the  loans  and  describe  the 
extent  of  their  knowledge. 

,5.  Do  you  have  reason  to  believe  that  the  commodities 
purchased  by  Iraq  with  CCC-guaranteed  loans  were  diverted 
for  military  goods?   Please  explain. 

6.    oiease   describe   what   you   know   about   the   Italian 
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Governraent's  use  of  BNL-Atlanta  to  finance  the  sale  of 
military  hardware  such  as  Sidewinder  missiles  and  attack 
helicopters? 

In  addition  to  your  written  statement,  please  also  provide  the 
Conunittee  with  all  records  to  which  you  have  access  that  refer  to 
the  meetings  on  BNL  that  you  held  with  U.S.  officials. 

In  accordance  with  Committee  rules,  please  deliver  200  copies 
of  your  prepared  statement  to  Room  2129,  Rayburn  House  Office 
Building,  Washington,  D.C.  20515  by  10:00  a.m.,  November  8,  1993. 
Your  entire  written  statement  will  be  included  in  the  hearing 
record  and  will  be  made  available  to  all  Committee  members  in 
advance  of  your  appearance. 

Thank  you  for  your  cooperation.  The  Committee  looks  forward 
to  your  testimony. 


lenry  w.    Gonzalez 
Chairman 
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Dr.  Giuseppe  Vincenzino 
712  5th  Avenue,  32nd  Floor 
New  York,  New  York   10019 

Dear  Dr.  Vincenzino: 

The  Committee  on  Banking,  Finance  and  Urban  Affairs  will  be 
holding  a  hearing  on  the  activities  of  the  Atlanta  office  of  the 
Banca  Nazionale  del  Lavoro  (BNL)  on  Tuesday,  November  9,  1993,  at 
10:00  a.m.,  in  room  2128  of  the  Rayburn  House  Office  Building.  The 
Committee  requests  that  you  testify  at  the  hearing. 

The  Committee  asks  that  you  be  prepared  to  discuss  the  issues 
involved  in  the  management,  operation  and  regulation  of  the  BNL 
during  your  tenure  with  the  bank.  Please  address  the  following 
questions  in  your  written  statement: 

1.  What  were  your  duties  as  an  officer  of  the  BNL  from  your 
arrival  in  February  of  1975  to  your  departure  in  February 
of  1990? 

2.  To  what  degree  is  the  BNL  an  extension  of  the  Italian 
government?  In  accordance,  does  the  Italian  Ministry  of 
the  Treasury  have  an  active  role  in  the  management  of  the 
BNL? 

3.  Were  you  aware  of  the  illegal  use  of  Commodity  Credit 
Corporation  (CCC)  guarantees  by  the  BNL-Atlanta?  If  yes, 
at  what  point  in  time  did  you  become  cognizant  of  the 
activities? 


4.  What  role  did  you,  as  a  representative  of  the  BNL,  play 
in  the  arranging  of  negotiations  between  Italian  Defense 
Ministry  officials  and  their  NATO  counterparts? 

5.  What  role  did  you  play  in  the  arranging  of  negotiations 
between  Italian  Defense  Ministry  officials  and  their 
Iraqi  counterparts? 
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6.  Please  provide  details  on  any  and  all  trips  or  meetings 
in  which  you  accompanied  Dr.  Antonio  Pluchinotta  and/or 
other  Ministry  of  Defense  officials. 

7.  Do  you  have  any  reason  to  believe  that  any  part  of  the 
U.S.,  Italian  or  U.K.  governments  were  aware  of  the 
illicit  CCC  guarantees  to  Iraq  prior  to  the  BNL-Atlanta 
raid  on  August  4,  1989?   Please  explain. 

8.  What  is  your  knowledge  of  the  relationship  between  the 
BNL  and  Kissinger  Associates?  As  the  BNL-Washington 
representative,  did  you  have  any  contact  with  Kissinger 
Associates  or  their  designees?  If  so,  please  elaborate. 

In  accordance  with  Committee  rules,  please  deliver  200  copies 
of  your  written  statement  to  room  2129  of  the  Rayburn  House  Office 
Building,  Washington,  D.C.   20515  by  10:00  a.m.,  November  8,  1993. 

Your  entire  written  statement  will  be  included  in  the  hearing 
record  and  will  be  made  available  to  all  Committee  members  prior  to 
your  appearance. 


Thank  you  for  your  cooperation. 
to  your  testimony. 


The  Committee  looks  forward 


Henry'B.  Gonzai^z 
Chairman 


HBG:tn/dk 
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CHRISTOPHER  DROGOUL 

My  name  is  Christopher  Drogoul.  I  want  to  thank  the 
committee  for  the  opportunity  to  appear  here  today.  I  gave  been  hopeful 
for  over  four  years  that  I  might  get  an  opportunity  to  speak  the  truth 
concerning  this  matter,  and  although  I  had  intended  to  do  so  at  my  trial, 
I  will  do  my  best  to  be  forthright  and  complete  in  this  appearance. 

I  was  the  manager  of  the  Atlanta  agency  of  Banca  Nazionale 
Del  Lavoro  from  1 984  until  August,  1 989.  Although  I  managed  the  bank 
in  accordance  with  my  instructions  from  my  superiors  in  Rome,  when 
criminal  charges  were  being  considered  in  connection  with  the  activities 
of  that  branch,  the  bank  took  the  position  that  it  was  a  victim  of  the 
actions  of  the  Atlanta  agency. 

At  the  time  of  the  search  I  was  in  France  on  vacation.  After 
learning  of  the  search  I  returned  to  the  United  States  to  deal  with  the 
potential  problems  which  might  arise.  Prior  to  my  return  I  met  with 
representatives  of  the  Iraqi  Central  Bank,  who  assured  me  that  I  should 
not  be  concerned.  It  had  been  their  position  to  me  over  several  years 
that  the  lending  between  the  Atlanta  agency  and  their  bank  was  known 
to  the  United  States,  and  that  any  irregularities  would  be  resolved  with 
a  fine  against  the  Bank.  I  was  also  assured  by  my  knowledge  that  the 
General  Director  and  other  high  officials  of  BNL  knew  of  my  activities 
that  I  would  not  be  in  harm's  way  by  my  return. 

After  the  search  of  the  Bank  in  August,  I  became  aware  that 


113 

the  investigation  by  the  United  States  Attorney's  Office  in  Atlanta  was 
focused  on  my  staff  and  myself.  It  was  always  been  my  view  that  the 
political  power  of  the  United  States  and  Italy  reached  right  down  to  the 
US  Attorney's  Office  in  Atlanta  to  ensure  that  only  those  associated  with 
the  Atlanta  agency  suffered  the  consequences  of  the  revelation 
surrounding  the  search  of  the  agency  in  1989,  while  I  do  not  know 
whether  Alan  Greenspan's  personal  visit  to  Atlanta  shortly  after  the 
search,  or  the  subsequent  direct  contact  by  the  Bush  White  House  solely 
contributed  to  the  bias  by  the  lead  prosecutor  in  Atlanta  towards  the 
investigation,  it  certainly  had  an  impact. 

The  search  revealed  that  the  Atlanta  agency  had  been 
funding  a  number  of  countries,  Iran,  Russia,  and  Iraq  in  part  through  the 
use  of  what  some  have  called  the  grey  book.  While  some  might  view 
that  activity  as  reflecting  criminal  conduct,  it  was  not.  The  need  to  hide 
from  some  officials,  particularly  Mr.  Sardelli  in  New  York,  our  activities 
led  to  this  record  keeping  process.  With  the  removal  of  Mr.  Sardelli  in 
the  Spring  of  1 989,  we  had  commenced  to  remove  all  grey  book  entries 
and  to  place  all  our  activities  on  the  books.  The  search  prevented  this 
from  occurring.  I  am  aware  that  this  process  could  have  prevented  the 
State  and  Federal  Banking  authorities  from  learning  the  full  nature  of  our 
lending.  However,  if  any  legitimate  audit  had  been  conducted  the  full 
scope  of  our  lending  would  have  been  easily  uncovered.  It  was  never 
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our  intention  to  nnislead  the  United  States  Banlcing  authorities  from 
knowing  the  extent  of  our  activities.  Instead,  I  acted  to  carry  out  the 
objectives  of  BNL  and  the  Italian  government,  and  that  I  believed  were 
also  the  objectives  of  the  United  States,  in  my  interaction  with  Iraq, 
Russia,  and  Iran. 

Having  been  confined  to  a  prison  cell  since  April  1992 
stripped  of  all  my  assets,  and  compelled  to  have  my  wife  and  four 
children  suffer  the  indignity  of  having  to  live  on  welfare,  I  have  had  a 
great  deal  of  time  to  consider  the  events  of  the  period  between  1 984 
and  1991  when  I  was  indicted  in  a  347  count  indictment. 

It  is  my  view  that  the  local  US  Attorney's  office  was 
overwhelmed  by  political  pressure  by  the  United  States  and  Italy,  by  the 
law  form  of  King  and  Spalding,  and  the  lack  of  a  competent  staff  to 
properly  investigate  and  understand  what  had  occurred. 

To  begin  to  understand  the  Atlanta  agency  one  must 
understand  who  Banca  Nazionale  Del  Lavoro  is,  their  political  relationship 
to  the  Italian  government,  and  how  Italy  itself  conducts  its  business 
affairs.  The  perennial  corruption,  and  the  utilization  by  its  politicians  of 
entities,  such  as  BNL,  to  further  their  own  pecuniary  interests,  is  self- 
evident,  whether  the  activities  of  BNL/Atlanta  enriched  any  Italian 
political  group  I  do  not  know  but  it  is  certainly  likely.  I  do  not  intend  to 
engage  in  a  long  winded  explanation  of  Italy,  but  I  would  be  glad  to 
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answer  any  questions  in  this  regard  that  the  committee  nay  have. 

I  am  certainly  disappointed,  but  not  surprised  that  Mr. 
Pedde,  and  the  others  at  BNL  who  encouraged  and  endorsed  my  actions 
at  the  Atlanta  agency,  have  taken  a  position  that  I  acted  without 
authority.  I  am  not  so  unsophisticated  not  to  realize  in  this  international 
drama  that  I  am  an  insignificant  figure,  who  can  be  sacrificed  in  the 
interests  of  major  governments.  I  was  aware  at  ail  time  that  the  policy 
of  BNL  was  to  further  the  foreign  policy  concerns  of  both  the  US  and 
Italy. 

As  I  am  sure  the  committee  is  aware,  following  my 
counsel's  subpoenas  to  former  President  Bush  and  other  officials  of  his 
administration,  the  government  approached  us  about  a  plea  to  end  this 
matter.  Recognizing  that  my  trial  would  be  postponed  to  1994,  and  my 
concern  over  the  fate  of  my  wife  and  my  four  children  I  agreed  to  a  plea 
which  would  end  this  nightmare. 

I  will  now  attempt  to  answer  certain  questions  posed  by  the 
Committee  in  its  request  for  me  to  appear. 

1.   WHAT  WERE  YOUR  DUTIES  AT  BNL? 

To  answer  this  question  properly  requires  that  one 
understand  the  basis  upon  which  I  was  originally  hired,  and  my  banking 
background  at  Barclays. 
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Originally  hired  in  December  1981  as  an  assistant  vice 
president  and  junior  lending  officer,  I  was  promoted  to  vice  president  and 
lending  officer  sometime  in  mid  1982,  and  in  mid  1984  was  appointed 
acting  manager  of  the  Atlanta  branch.  In  March  1985,  my  position  as 
manager  was  formalized  by  Professor  Bignardi. 

I  have  often  asked  myself  why  someone  with  little  lending 
experience  and  no  managerial  experience  was  appointed  to  the  position 
of  manager  at  BNL  Atlanta,  but  it  is  clear  that  I  was  the  only  presentable 
individual  available  for  the  job,  since  the  competent  Italians  shied  away 
from  taking  the  Atlanta  stewardship,  and  there  were  no  Americans  in  the 
organization  who  were  available  to  be  appointed  at  that  time.  I  thus 
received  the  position  by  default. 

Officially,  the  duties  of  branch  manager  are  administrative; 
i.e.  to  ensure  the  smooth  functioning  and  appropriate  development  of  the 
branch's  activities  in  its  designated  nine  state  business  development 
territory  (which  included  Virginia,  North  Carolina,  South  Carolina, 
Georgia,  Alabama,  Mississippi,  Tennessee,  Kentucky  and  West  Virginia). 

However,  since  the  branch  was  constituted  with  a  small 
capital  base  of  USD  2.000.000,  sufficient  personnel  to  properly  operate 
the  branch  were  not  hired.  Thus  employees  filled  multiple  functions:  The 
manager  was  also  a  business  development  officer,  a  business 
development  officer  was  also  the  credit  manager,  the  support  trader  was 
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also  a  business  development  officer,  the  letter  of  credit  administrator 
was  also  a  business  development  officer,  the  operations  officer  acted  as 
the  comptroller,  etc. 

In  reality,  BNL  Atlanta  was  never  truly  conceived  of  our 
managed  as  a  branch.  It  was  instead  considered  to  be  a  quasi 
autonomous  business  development  office. 

Moreover,  whereas  every  other  branch  in  the  United  States 
operated  within  its  established  geographic  territory,  BNL  Atlanta 
historically  operated  throughout  the  United  States,  and  eventually 
throughout  the  world.  It  was  common  knowledge  throughout  the  BNL 
system  that  BNL  Atlanta  officials  travelled  in  other  branches  territories, 
and  developed  business  in  those  geographic  zones  for  the  benefit  of  BNL 
Atlanta,  that  local  branch,  and  the  head  office. 

Thus,  when  BNL  Atlanta  travelled  to  Geneva  to  develop 
commodity  business  with  the  international  grain  traders  based  there,  it 
was  common  for  BNL  Atlanta  officers  to  find  a  way  to  develop  business 
for  the  Geneva  branch  as  well.  Since  most  of  the  Atlanta  branch's 
business  involved  head  office  banking  relationships  with  the  central 
banks  and  the  principal  commercial  banking  institutions  in  Eastern 
Europe,  the  Middle  East  and  North  Africa,  it  was  common  for  Atlanta 
officers  to  use  meetings  with  those  institutions  as  forums  to  develop 
opportunities  for  the  correspondent  banking  division  at  the  head  office. 
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Ted  Monaco's  statement  to  the  effect  that  he  was  not  alarnned  at  seeing 
me  in  Baghdad  is  in  a  sense  true,  for  all  BNL  knew  that  Atlanta  roamed 
the  globe  in  search  of  business  (in  that  case  though,  Monaco  also  knew 
that  Sardelli  had  limited  our  travel  to  areas  inside  Atlanta's  assigned 
geographic  territory). 

To  summarize  my  duties  therefore,  I  would  say  that 
officially  I  was  the  senior  administrator  of  the  Atlanta  office,  but  in 
reality  I  was  a  senior  business  development  officer  of  the  bank  based  in 
Atlanta  responsible  for  developing  much  of  the  bank's  multi-national 
business. 

Indeed,  my  general  manager.  Dr.  Pedde,  repeatedly 
emphasized  to  me  the  need  to  develop  strong  ties  to  European  and  U.S. 
multi-national  corporations  for  the  bank.  Dr.  Pedde  eventually  Issued  a 
dictum  stating  that  officers  responsible  for  the  development  of  assigned 
business  should  travel  to  develop  such  business,  rather  than  head  office 
officials. 

2.  HOW  WOULD  I  DESCRIBE  THE  PERFORMANCE  AND 
QUALITY  OF  THE  VARIOUS  EXAMINERS  ASSIGNED  TO 
AUDIT  THE  BANK? 

It  is  inaccurate  to  consider  the  "visits"   by  the  Federal 

Reserve  Bank,  the  State  Banking  Department,  and  Peat  Marwick  to  be 

true  audits  of  the  branch's  records,  for  they  were  not.  This  statement  is 
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not  intended  to  insult  any  supervisory  agency.  Simply  stated,  the 
established  parameters  of  those  entities  audits  did  not  call  for  a 
comprehensive  audit. 

The  task  of  the  Fed  was  simply  to  confirm  that  the  State  of 
Georgia  audit  revealed  no  major  problems,  and  thus  their  audit  of  BNL 
Atlanta  usually  consisted  of  a  one  or  two  day  review  of  the  State  of 
Georgia'  preliminary  results,  followed  by  a  cup  of  espresso  in  the 
manager's  office. 

The  State  of  Georgia  inspectors  examined  credit  folders  to 
determine  whether  there  was  an  inherent  risk  in  lending  to  a  particular 
company,  financial  institution,  or  country,  without  any  thorough 
confirmation  of  the  details  reported  on  the  branch  records.  The  role  of 
the  State  examination  was  not  designed  to  verify  the  branch's  records. 
That  responsibility  rested  on  the  shoulders  of  the  bank's  internal  team  of 
inspectors. 

The  Peat  Marwick  examination  was  nothing  more  than  an 
exercise  to  place  an  independent  auditor's  imprimatur  on  the  branch's 
year  end  results,  and  their  audit  consisted  of  a  verification  of  the  assets 
and  liabilities  recorded  on  the  branch's  books  at  the  close  of  the  financial 
year,  without  any  examination  of  the  underlying  records.  By  the  third  or 
fourth  year  of  such  a  review,  the  procedure  became  so  banal  that  neither 
KMPG  nor  BNL  Atlanta  considered  the  audit  to  anything  more  than  an 
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exercise  in  protocol. 

The  audit  performed  by  BNL's  internal  auditors  was  compre- 
hensive and  thorough.  Had  it  not  been  "tamed,"  all  the  branch's 
activities  would  have  been  revealed,  regardless  of  any  attempts  on  the 
part  of  BNL  Atlanta's  staff  to  conceal  those  activities  from  the  internal 
auditors.  The  Morgan  transfer  records  were  never  examined  thoroughly, 
the  Rafidain  and  Central  Bank  of  Iraq's  records  were  never  reviewed,  the 
amount  of  funding  received  from  the  interbank  market  never  examined 
except  on  a  cursory  basis,  and  on  and  on.  I  considered  the  internal 
auditors  omissions  to  be  intentional  oversights  the  first  time,  and 
concluded  by  the  second  audit  that  there  would  not  be  any  wholesale 
unearthing  of  Atlanta's  Iraqi  relationship  by  BNL's  audit  team. 

Having  made  this  statement,  though,  t  recall  many 
conversations  with  bankers  from  New  York,  who  were  subjected  to 
numerous  state  and  federal  agency  audits.  They  all  discussed  the 
thoroughness  of  the  New  York  audits,  so  perhaps  the  Atlanta  auditors 
simply  viewed  their  responsibilities  differently. 

I  do  not  personally  believe  that  the  activities  of  the  Atlanta 
office  could  ever  have  developed  in  New  York.  It  would  almost  seem 
that  the  environment  for  BNL  Atlanta's  was  perfect. 
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3.  TO  WHAT  EXTENT  DID  BNL  NEW  YORK  AND  BNL  ROME 
OFFICIALS  KNOW  ABOUT  THE  CCC  OR  MTL  CREDITS 
FOR  IRAQ? 

It  is  important  to  understand  that  in  most  instances 
approvals  to  extend  credit  or  to  engage  in  a  transaction  came  in  verbal 
form,  either  through  BNL's  regional  management  in  New  York,  or  directly 
by  telephone  from  BNL  Rome. 

In  a  conversation  with  Dr.  Florio  during  and  after  a  dinner 
meeting  in  New  York,  we  were  discussing  the  salubrious  impact  upon 
the  branch  that  the  CCC  program  had  the  previous  fiscal  year.  In 
particular,  we  were  discussing  the  prior  year's  approvals  for  the 
extension  of  credit  to  Mexico  and  Iraq,  and  I  had  indicated  that  given  the 
low  level  of  risk  associated  with  these  transactions,  we  at  BNL  Atlanta 
wished  to  continue  our  CCC  lending  to  those  same  countries,  as  well  as 
to  others.  I  had  mentioned  to  Dr.  Florio  that  the  CCC  had  recently 
accorded  significant  guarantees  to  Mexico  and  Iraq  for  the  U.S.  govern- 
ment's new  fiscal  year,  and  on  this  occasion  I  specifically  sought  his 
verbal  approbation  to  lend  anew  to  those  countries.  His  reply,  which  I 
remember  quite  distinctly,  was  that  although  he  too  saw  little  risk  in 
lending  under  CCC,  the  International  Division  of  BNL,  and  he  especially, 
were  under  pressure  from  political  forces,  at  that  time  unknown  to  me, 
which  would  use  any  increased  lending  activities  to  Mexico  as  a  weapon 
against  the  Division,  since  the  New  York  Branch  has  in  years  past  lent 
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substantially  to  the  Mexican  public  and  private  economic  sectors,  both 
of  which  were  embarrassingly  delinquent  in  paying  their  loans. 

Here  I  note  that  BNL  Rome  officials  informed  me  well 
afterward  that  an  impending  new  BNL  administration,  which  sought  to 
abolish  Dr.  Florio's  International  Division  on  the  grounds  that  it  was 
spending  too  many  of  the  Bank's  resources  and  not  generating  sufficient 
profits,  was  seeking  to  use  any  of  the  International  Division's 
weaknesses  to  dismiss  Dr.  Florio.  Hence  his  trepidation  to  engage  in 
further  Mexican  lending. 

On  the  subject  of  Iraq,  he  evinced  no  particular  objection  to 
further  lending  commitments  toward  Iraq  under  the  CCC  program,  and 
inquired  about  my  specific  intents.  I  duly  noted  that  BNL  Atlanta  had  not 
been  successful  in  obtaining  full  utilization  of  our  facility  in  favor  of 
Rafidain  Bank,  and  that  we  needed  to  offer  a  considerably  larger  facility 
than  that  of  the  previous  year  in  order  not  to  be  squeezed  out  by  the 
banks  involved  the  prior  year. 

At  this  point  Dr.  Florio  sought  assurance  that  the  risk  was 
as  it  had  been  represented  by  the  CCC.  I  assured  him  that  in  reality  the 
CCC  ensured  that  on  all  defaults  the  borrowing  bank  would  make 
arrangements  to  reimburse  the  lending  bank  (BNL,  in  other  words)  for 
those  amounts  not  covered  by  the  CCC  guarantee,  usually  by  arranging 
for  the  borrowing  institution  to  remit  the  unguaranteed  differential  at  the 
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time  of  the  CCC's  debt  rescheduling  at  the  Paris  Club. 

Having  understood  the  nnechanism  by  which  the  lending 
institutions  would  be  "made  whole,"  Dr.  Fiorio  then  specifically 
requested  from  me  the  amount  which  I  thought  would  be  appropriate  for 
BNL  to  extend  to  Iraq.  I  noted  that  the  anticipated  allocation  by  the  CCC 
to  Iraq  would  be  in  the  area  of  $550  million,  and  that  we  should  be 
prepared  to  extend  an  offer  to  finance  about  one-half  the  total  amount, 
in  order  to  insure  utilization  of  our  facility,  and  in  order  to  have  opportu- 
nities to  develop  relations  with  the  U.S.  exporters  shipping  commodities. 
I  also  mentioned  that  we  might  wish  to  underwrite  the  entire  facility  and 
share  the  business  with  one  or  two  institutions  of  our  choosing,  although 
at  the  time  I  had  nothing  formal  in  mind. 

He  ruminated  on  the  matter  for  about  one  minute  and  a  half, 
and  as  we  approached  his  hotel  after  leaving  the  restaurant,  he  said, 
"Alright,  go  ahead  with  Iraq,  but  keep  away  from  Mexico  for  the  time 
being."  The  entourage  accompanying  Dr.  Fiorio  exchanged  courtesies. 

His  group  entered  his  hotel,  BNL  regional  management  staff 
(Mr.  Guadagnini,  Mr.  Biginelli,  et  al.  parted  company  with  me  to  return 
to  their  homes,  and  I  returned  to  my  hotel. 

Such  was  the  manner  of  our  discussions  regarding  credit 
facilities  of  all  sorts.  Upon  my  return  to  Atlanta  I  notified  those  parties 
concerned,  most  notably  Raffaele  Galiano  and  Paul  von  Wedel.  Galiano 
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was  instructed  to  prepare  a  formal  proposal  to  Rome,  whereas  von 
Wedel  was  requested  to  begin  marketing  our  services  to  the  U.S.  grain 
exporters  in  advance  of  our  meetings  with  the  Iraqi  CCC  delegation. 

The  point  of  this  story  is  twofold:  one,  to  give  you  an  idea 
about  how  BNL  bankers  discussed  and  obtained  verbal  authority  from 
superiors  regarding  all  sorts  of  requests,  and  two,  in  order  to  impart  to 
you  the  specific  conversation  in  which  I  obtained  authority  to  proceed  in 
my  negotiations  with  the  Iraqis. 

As  it  turned  out,  Mr.  Galiano's  requests  for  formal  approval 
from  the  area  manager  in  Rome  with  responsibility  for  Iraqi  institutions 
met  with  positive  encouragement. 

Mr.  Galiano's  comments  regarding  the  status  of  our  formal 
request  suggested  that  all  was  proceeding  as  planned.  The  area 
manager  reported  conversations  he  had  with  Dr.  Florio  who  had  by  then 
returned  to  Rome  indicating  that  all  was  in  order,  as  Dr.  Florio  and  I  had 
agreed,  and  therefore,  even  though  we  had  not  yet  received  'board 
certified'  approval,  everything  seemed  on  track,  and  we  accordingly 
proceeded  to  negotiate  with  the  Iraqis,  who  by  then  were  in  Washing- 
ton, D.C. 

After  the  conclusion  of  our  negotiations  with  the  Iraqis,  I 
recall  having  spoken  to  Mr  Guadagnini  in  New  York  over  the  phone  to  let 
him  know  of    our  success  in  Washington,  and  that  we  planned  to  sell 
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unwanted  CCC  Iraqi  loans  to  several  banks  seeking  to  participate. 

Approximately  one  month  later,  Mr.  Galiano  approached  me 
in  my  office  and  indicated  that  BNL  Rome  would  be  "delaying"  the 
proposal  regarding  the  CCC  Iraqi  loans,  but  that  I  should  not  be  alarmed, 
it  was  just  "another  instance  of  their  slow  procedural  manner."  There 
was  no  indication  that  Dr.  Florio  was  changing  his  mind.  Instead,  we 
proceeded  as  usual,  and,  given  the  successful  conclusion  of  our 
negotiations,  I  prepared  for  my  first  visit  to  Baghdad,  with  Mr. 
Guadagnini's  approval,  and  with  Mr.  Biginelli's  complete  awareness 
(Biginelli  was  by  then  the  London  branch  manager,  and  I  visited  with  him 
there  just  prior  to  my  departure  for  Baghdad). 

It  was  only  upon  my  return  from  Iraq  that  I  understood  there 
was  a  problem  with  our  proposed  facility,  and  it  was  expressed  to  me 
more  or  less  in  these  words: 

"Yes,  I  know  that  Dr.  Florio  told  you  to  proceed,  but 
apparently  in  the  past  several  weeks  he  has  had  temporarily  to  cease 
lending  activity  to  Iraq;  but  I'm  sure  the  situation  will  be  back  to  normal 
soon.  Continue  about  your  business,  even  though  I  have  or  will  be  send 
you  a  telex  declining  approval  of  your  facility  for  the  time.  We'll  work  it 
out  soon." 

i 

In  hindsight,  I  suppose  that  I  should  have  called  Florio 
directly  and  confronted  him  with  the  situation.  Yet  I  assumed  that  the 
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"delay"  would  indeed  be  temporary,  since  in  the  past  Rome  had  always 
delivered,  although  sometimes  well  after  a  verbally  authorized  credit  had 
been  repaid.  Additionally,  I  thought  the  problem  to  be  linked  to  the  same 
reason  Or.  Florio  sought  to  avoid  Mexican  risk...  to  protect  his  division 
against  political  swashbucklers.  As  a  result,  I  gave  the  matter  only 
momentary  thought. 

We  continued  to  honor  our  commitments,  both  to  the  Iraqis 
and  to  the  exporters,  and  reflected  the  loans  accordingly  on  the  branch's 
records. 

Then,  while  at  an  International  Division  managers  meeting 
in  Venice,  Mr.  Guadagnini  mentioned  to  me  that  Or.  Florio  had  noted  to 
him  that  BNL  Atlanta's  exposure  to  Iraq  was  in  excess  of  the  first  year's 
CCC  credit  line  to  Iraq,  and  it  might  cause  (political]  problems  for  Florio. 
Accordingly,  Mr.  Guadagnini  asked  that  I  regularize  the  Iraqi  credit  line 
as  soon  as  I  returned. 

Having  had  an  approval  of  which  Dr.  Florio  was  well  aware, 
I  was  genuinely  perplexed  by  Florio's  and  Guadagnini's  comments.  Thus, 
upon  my  return  to  Atlanta,  I  called  a  meeting  of  the  local  officers  and 
stated  something  to  the  effect  that  Florio  was  having  difficulties  in  Rome 
politically,  had  found  himself  boxed  into  a  corner  temporarily  regarding 
Iraq,  and  had  asked  that  we  "eliminate"  for  a  time  the  Iraqi  exposure 
above  $  100  million,  to  help  him.  It  was  only  in  1988  while  discussing 
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the  matter  of  Iraq  that  Ted  Monaco  admitted  the  problem  Florio  had  with 
BNL's  loans  to  Iraq,  only  a  part  of  which  related  to  BNL  Atlanta. 
Although  BNL  Atlanta's  Iraqi  loans  did  not  constitute  a  problem  for 
Florio,  since  ultimately  we  had  elected  to  remove  our  branch's  Iraqi 
exposure  from  the  records  on  the  last  day  of  the  month,  thereby  insuring 
he  would  have  no  problems  from  us,  there  were  sizable  amounts  of 
unsecured  loans  to  Rafidain  Bank  authorized  by  Florio  for  BNL's  Italian 
branches  which  caused  him  considerable  anguish  when  the  new  BNL 
administration  sought  to  find  fault  with  the  International  Division. 

My  next  meeting  with  Florio  was  scheduled  to  be  in  New 
York  in  October  of  that  same  year,  and  it  was  my  intention  to  seek 
clarification  on  the  matter  of  Atlanta's  Iraqi  loans.  At  that  meeting, 
however,  Nasi  and  Florio  appeared  ashen,  Guadagnini  had  been  forced 
to  announce  his  resignation,  and  Dr  Pedde  had  taken  control  of  the 
meetings,  where  he  lamented  the  ineptitude  of  the  International  Division 
under  the  guidance  of  Dr.  Florio,  who  was  not  even  allowed  to  utter  any 
formal  statement  to  his  managers.  If  I  am  not  mistaken,  the  ever 
ebullient  Dr.  Sardelii  was  present,  having  flown  in  from  the  far  east  to  be 
introduced  to  the  North  American  managers  as  the  new  regional 
manager. 

The  odor  of  controlled  chaos  was  in  the  air,  and  all  parties 
became  skittish  and  extremely  cautious  around  each  other.  It  was  clear 
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there  had  been  political  upheaval  at  BNL  Rome,  and  no  one  either  in 
Rome  or  at  the  foreign  branches  understood  the  new  rules  by  which  the 
bank  was  to  be  operated.  Florio  spoke  to  no  one,  Nesi's  political  base 
had  obviously  disappeared.  Pedde's  position  was  still  somewhat 
uncertain  to  us.  Only  Or.  Sardelli  spoke  eloquently  about  his  goals  for  the 
BNL  network  in  North  America.  It  was  truly  a  somber  event,  for 
seemingly  overnight  the  political  hierarchy  changed  and  rumors  abounded 
regarding  the  imminent  demise  of  Florio  and  his  international  division. 

In  this  environment,  I  did  not  dare  burden  Florio  with 
another  problem,  although  I  did  make  an  effort  to  discuss  the  matter 
with  him,  and  was  politely  rebuffed  with  a  comment  to  the  effect  that 
the  issue  of  CCC  guaranteed  loans  to  Iraq  was  insignificant  in  the  face 
of  what  loomed  ahead  for  the  International  Division.  My  dilemma 
appeared  rather  insignificant  and  at  the  same  time,  I  was  genuinely 
uncertain  to  whom  I  was  to  direct  my  questions  regarding  my 
international  landings.  Guadagnini,  in  one  of  my  conversations  with  him 
about  the  general  state  of  affairs,  acknowledged  "apres  moi,  le  deluge." 
Florio  was  dismissed  soon  after  this  meeting,  the  International  Oivision 
was  erased  from  the  corporate  organization  chart,  and  its  headquarters 
palazzo  across  from  BNL's  headquarters  on  Via  Veneto  put  up  for  sale. 

Once  Sardelli  was  installed  as  the  new  North  American 
Regional  Manager,  it  was  quite  unclear  to  all  branch  managers  whose 
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political  interests  Sardelli  represented,  for  he  was  critical  in  the  extreme 
about  Mr.  Guadagnini's  prior  management  team,  its  lending  and 
administrative  practices,  and  its  objectives.  In  concert  with  Dr.  Pedde, 
he  seemingly  delighted  in  deconstructing  Professor  Nesi's  international 
network  in  the  U.S.,  Canada,  and  Mexico,  and  deriding  the  previous 
efforts  of  messrs.  Florio  and  Guadagnini  who  were  acknowledged  Nesi 
lieutenants. 

Yet  at  the  same  time  Dr.  Sardelli  raged  about  the  "fat 
buffoon"  who  had  no  international  experience  and  who  appointed 
political  cronies  to  positions  of  Importance  in  the  BNL  network 
throughout  the  world,  and  particularly  in  New  York.  He  openly  criticized 
the  new  administration,  and  after  a  time  it  became  obvious  that  he  was 
not  one  of  their  men  either. 

It  remained  therefore  up  to  each  branch  manager  to  seek  his 
own  alliances  with  BNL  Rome  in  order  to  protect  his  branch's  interests. 
We  in  Atlanta  solidified  our  ties  directly  to  those  individuals  who  were 
not  ejected  from  the  bank  in  the  purge  of  the  International  Division,  and 
simultaneously  worked  hard  to  understand  Dr.  Pedde's  objectives  and 
align  our  activities  with  his  developing  strategic  designs. 

You  will  note  that  the  initialization  of  concealment  occurred 
after  Dr.  Florio  changed  his  directive  to  me  regarding  Iraq,  at  least  three 
months  after  he  had  instructed  me  to  proceed  with  the  branch's  CCC 
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activities  there,  as  his  International  Division  was  collapsing  about  him. 
The  initial  process  was  not  designed  to  withhold  information  from  BNL 
Rome,  for  Rome  was  aware  of  our  true  exposure  from  a  variety  of 
sources,  not  the  least  of  which  was  the  asset  report  sent  to  New  York, 
and  to  Rome,  every  ten  days,  and  from  the  daily  asset  and  liability 
reports  for  the  Atlanta  branch  which  New  York  examined  daily. 

Once  Mr.  Sardelli  settled  into  his  position  in  New  York,  he 
regularly  poked  and  probed  at  our  operations,  and  put  pressure  on  us 
daily  to  alter  the  manner  in  which  the  branch  has  operated  for  the 
previous  six  years.  He  attempted  to  have  us  cease  relations  with  many 
mid  size  companies  that  had  been  established  customers  of  BNL  Atlanta 
since  the  branch's  inception,  and  originally  promoted  by  the  previous 
regional  management  officials,  yet  he  sought  for  us  to  lend  to  new 
companies  of  similar  size.  He  attempted  initially  to  curtail  our  commodi- 
ty lending  activities,  and  threatened  to  move  them  to  BNL  New  York, 
under  the  responsibility  of  Albert  Daiboch,  an  individual  who  did  not 
share  the  same  rapport  with  the  grain  companies  as  Atlanta's  commodity 
officials.  He  sought  to  limit  our  travel  to  the  southeastern  U.S.,  when  he 
was  plainly  aware  from  existing  documentation  that  we  maintained 
relations  with  corporations  and  banking  institutions  nationwide,  in 
western  and  central  Europe,  North  Africa  and  the  Middle  East. 
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In  our  conversations  with  various  officials  in  Rome  about 
our  difficulties  with  Dr.  Sardelli,  we  were  advised  and  encouraged  to 
strengthen  our  ties  to  Rome,  "for  Sardelli's  reign  will  be  short";  and  so 
we  oriented  ourselves  towards  Rome,  and  kept  Rome,  rather  than  New 
York  abreast  of  our  activities.  Dr.  Sardelli  was  declared  'out  of  the  loop' 
and  it  thus  became  necessary  for  us  to  mask  our  relations  from  Dr. 
Sardelli  pending  Rome's  initiatives  to  replace  him,  for  his  volatility  only 
jeopardized  the  relations  we  had  established  with  the  commodity 
merchants,  the  industrial  multinationals,  the  overseas  importers,  and  heir 
financial  institutions.  Accordingly,  when  the  regional  management 
auditors  came  to  Atlanta  to  convert  our  records  onto  the  Mantec 
accounting  systems,  BNL  Atlanta  had  no  choice  but  to  conceal  our 
complete  activity  from  the  eyes  of  Mr.  Sardelli,  much  to  the  delight  of 
BNL  Rome,  I  might  add,  for  now  their  official  responsibility  ended. 
Additionally,  we  were  obliged  to  do  the  same  when  Dr.  Sardelli's  auditor, 
Luigi  Messere,  came  to  our  offices.  Documentation  which  was  altered 
and/or  omitted  from  the  branch's  records  was  not  intended  to  officially 
mislead  Rome,  but  only  Sardelli. 

Indeed,  Rome  officials  (and  in  particular  Mr.  Monaco)  were 
well  aware  of  our  activities  in  Iraq,  but  also  in  other  countries.  They  were 
aware  in  a  detailed  manner  of  most  of  the  transactions  in  which  we  were 
involved,  for  we  obtained  guidance  from  them  in  one  form  or  another. 
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Once  Sardelli's  departure  was  effected,  and  Mr.  Lombardi 
assigned  to  the  area  managership,  an  open  flow  of  information  to 
regional  management  commenced  and  the  branch's  activities  were  being 
brought  into  the  open.  Mr.  Lombardi,  in  concert  with  BNL  Rome 
officials,  were  again  openly  assisting  us  to  bring  order  to  much  of  the 
Atlanta  branch's  records  and  to  obtain  the  necessary  formal  approvals 
from  Rome. 

As  you  know,  Mr  Monaco  and  his  team  from  Rome  were  in 
Baghdad  at  the  same  time  as  Paul  vonWedel  and  I  in  1988,  and  as 
indicated  by  Mr.  vonWedel  and  a  colleague  of  Mr.  Monaco,  a  20  to  30 
minute  dialogue  between  Ted  Monaco  and  myself  took  place  separately 
from  vonWedel  and  Monaco's  group.  In  this  private  dialogue,  Monaco 
explained  to  me  the  purpose  of  his  trip  to  Baghdad,  which  as  I  under- 
stood was  to  expeditiously  re-negotiate  old  BNL  -  Rafidain  debt,  with  a 
view  to  then  establishing  new  facilities  in  favor  of  Iraqi  government 
financial  institutions. 

I  explained  that  vonWedel  and  I  were  in  Iraq  to  discuss 
previous  years  CCC  and  related  activity,  to  determine  the  extent  of 
upcoming  CCC  allocations,  and  also  to  discuss  with  the  Iraqi  Central 
Bank  its  earlier  proposal  for  BNL  to  provide  selective  project  finance  to 

i 

U.S.  and  European  multinationals  engaged  in  the  reconstruction  of  Iraq's 
infrastructure.   I  detailed  in  broad  terms  the  level  of  commitment 
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expected   by   Markazi,    and   indicated   that   several   government  loan 

i 
guarantee  institutions  (ECGD,  Exim,  Coface,  Sace,  and  Hernnes)  were  all 

considering  various  projects  which  could  potentially  be  interwoven  into 

our    financial    arrangements.    Monaco    expressed    exactly    the    same 

aspirations  and  asked  that  I  keep  him  informed  of  the  results  of  my 

meeting  in  Baghdad,  which  !  did  subsequently. 

Within  the  Atlanta  branch,  all  employees  were  aware  of  the 
Iraqi  loans. 

In  Rome,  the  following  departments  were  aware  of  the 
overall  activity  with  Iraq: 

A.   Correspondent  banking  division  (area  finanza)  -  unit 

responsible   for   relations   with    Middle   Eastern   and   African   banking 

institutions. 

Gian  Maria  Sartoretti 

Teodoro  Monaco 

as  well  as  several  of  their  staff. 

Monaco  in  particular  was  completely  aware  of  the  extent  of 

Atlanta's  CCC  lending,  for  over  the  years  beginning  in  1 985  in  telephone 

conversations  he  was  kept  abreast  of  our  annual  CCC  pilgrimages  to 

Washington.  He  knew  the  general  amounts  which  BNL  Atlanta  agreed  to 

finance,  and  indeed  encouraged   me  to  proceed,  for  he  time  and  again 

indicated  that  Iraqi  approvals  would  eventually  be  forthcoming. 
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He  was  aware  of  overall  extent  of  our  MTL  commitments, 
for  he  was  apprised  by  me  initially  in  Baghdad  of  Atlanta's  negotiations, 
told  me  to  develop  the  post  Iran-Iraq  war  reconstruction  business,  and 
indicated  that  he  too  was  developing  his  lending  activities  along  the 
same  lines,  but  that  he  had  several  administrative  hurdles  to  surmount 
in  Rome  before  he  could  charge  ahead. 

We  had  regular  discussions  regarding  Atlanta's  CCC  activity 
and,  as  MTL  business  developed,  conversations  regarding  those  loans 
also. 

By  1 989,  Monaco  was  instructing  BNL's  Italian  branches  to 
telephone  the  Atlanta  office  directly  regarding  Iraqi  loans.  Although 
Monaco  has  contended  that  these  referrals  were  for  cash  collateralized 
business  only,  this  is  not  the  case.  Cash  collateralized  business  was 
being  handled  by  BNL  London,  under  Monaco's  control. 

B.  Multinational  corporation  lending  division  (area 
commerciale)  unit  responsible  for  the  1000  largest  corporations 
worldwide 

Ademaro  Lanzara 
Carlo  Salvatore 

These  officials  monitored  relations  with   BNL  Atlanta's 

multinational  clientele  and  met  with  these  companies  senior  officers 

periodically  at  BNL  Rome  and  also  on  occasion  the  these  corporation's 

corporate  headquarters. 
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On  several  occasions,  the  nnost  senior  executives  of 
Continental  Grain  and  Cargill  visited  messrs  Lanzara  and  Salvatore  and 
detailed  the  scope  and  breadth  of  their  relations  with  BNL  Atlanta.  They 
met  with  no  unusual  remarks. 

On  another  occasion,  Mr.  Lanzara  met  with  officials  of 
Nestle,  at  the  company's  headquarters  in  Vevey,  Switzerland.  At  that 
time,  Lanzara  received  complete  information  regarding  BNL  Atlanta's 
activities  on  behalf  of  Nestle  in  Iraq.  Lanzara  called  me  shortly  upon  his 
return  to  express  his  thanks  to  us  for  having  made  his  job  at  Nestle  that 
much  easier... for  we  had  effectively  established  a  positive  reputation  for 
BNL  at  Nestle.  The  Nestle  loans  were  neither  CCC  nor  MTL  credits. 

They  were  unsecured  one  year  credits  to  Iraq  to  facilitate 

the  purchase  of  powdered  milk  and  baby  formula,  amounting  to  an 

aggregate  of  more  than  USD  50  million.  Lanzara  was  fully  aware  of 

these  credits,  and  others. 

C.  credit  division  (area  credit!)  unit  responsible  for  granting 

credits  companies  based  overseas 

Dr.  Carini 
Dr.  Frattini 

As  head  of  the  credit  area.  It  was  Dr.  Carinl's  role  to  host 

the  visits  of  senior  executives  from  overseas  multinational  corporations 

seeking  to  update  the  head  office  about  their  financial  standing.  Thus  on 

many  occasions,  Dr.  Carini  or  his  successor.  Dr.  Lupo  met  with  the  same 
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senior  corporate  executives  who  met  with  Drs.  Lanzara  and  Salvatore. 
Here  too,  these  executives  have  confirmed  explaining  to  the  area  credit! 
officials  the  nature  of  their  relationship  with  BNL  Atlanta,  at  times  in  the 
same  meeting  or  luncheon  attended  by  are  commerciale's  officials. 

Dr  Frattini,  a  middle  level  officer  specifically  responsible  for 
Atlanta's  credit  portfolio,  saw  the  computer  reports  relating  to  the 
branch's  exposure. 

This  exposure  was  reflected  erratically,  causing  the  head 
office  inspection  centre  to  question  Frattini  on  numerous  occasions 
about  Atlanta's  activities.  Frattini,  who  visited  Atlanta  and  spent  several 
weeks  there,  understood  that  Atlanta  was  using  its  credit  facilities  for 
purposes  and  time  periods  other  than  those  formally  approved  in  Rome. 

Nonetheless,  he  continued  to  be  one  of  Atlanta's  strong 
supporters. 

Similar  computer  reports  evidencing  BNL  Atlanta's  exposure 
to  correspondent  banks  was  reviewed  too  by  the  Rome  inspection 
centre,  and  Monaco  was  similarly  queried  about  Atlanta's  activities. 
Given  his  parallel  strategy  to  support  Iraq,  his  team  worked  with  Atlanta 
officials  to  quel  any  suspicion  in  the  inspection  centre. 

D.  office  of  the  managing  director 


Dr.  Pedde 
Pietro  Lombard! 
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Formerly  the  head  of  area  crediti.  Dr.  Pedde  was  appointed 
managing  director  after  the  initial  political  purges  of  1986  and  1987, 
shortly  after  the  Socialists  under  Bettino  Craxi  lost  power  in  the  Italian 
Parliament. 

Aware  of  Atlanta's  shadow  activities,  through  other  sources, 
he  provided  immeasurable  support  for  BNL  Atlanta,  in  essence  acting  as 
the  branch's  protector.  On  occasions  when  I  was  in  Rome  on  official 
visits,  he  would  pull  me  aside  for  short  periods,  express  his  satisfaction 
with  the  manner  in  which  the  Iraqi  business  was  progressing,  and 
encourage  me  to  continue  our  Iraqi  activities,  but  with  an  emphasis  on 
developing  multi-national  industrial  clients  in  Europe  and  North  America. 

Whenever  my  nemesis  Or  Sardeli  in  New  York  caused  me 
difficulty  in  New  York,  he  intervened  to  protect  the  branch  and  its 
activities. 

He  discussed  particulars  with  me  about  Atlanta's  Iraqi 
lending,  especially  as  it  related  to  Italian  clients,  and  asked  that  I  liase 
confidentially  with  him  as  required  through  Pietro  Lombard!,  the  man 
who  ultimately  replaced  Dr.  Sardelli  in  New  York. 

As  financing  the  Iraqi  portfolio  became  too  onerous  a  task 
for  the  Atlanta  staff,  it  was  through  Pietro  Lombardi  to  Dr.  Pedde  that 
I  communicated  our  inability  to  continue  our  lending  to  Iraq  in  the  same 
manner,  stating  that  Rome  would  have  to  fund  this  activity  directly  from 
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Rome  or  from  other  units.  I  expressed  the  same  sentiment  to  the  Mr.  All 
in  Iraq,  and  before  long  both  were  proposing  the  removal  of  operations 
to  a  larger  venue...  the  heart  of  the  U.S.  industrial  belt...  Chicago. 

After  04  aug  89,  upon  my  immediate  return  to  the  US,  I 
met  with  Pietro  Lombardi  in  New  York,  who  in  essence  looked  at  me  and 
said,  with  the  expression  of  an  individual  who  had  been  found  out,  "What 
are  WE  going  to  do?" 

In  that  same  meeting,  Mr.  Carlo  Vecchi,  the  New  York 
branch  manager  and  head  of  treasury  operations  for  North  America, 
said, "we  knew  what  you  were  doing  in  Atlanta  all  along."  I  was  not 
aware  until  then  that  individuals  in  New  York  were  also  aware  of 
Atlanta's  activities. 

While  Rome  officials  were  informed  of  my  activities  and 
somehow  in  liason  with  Baghdad,  I  felt  that  Dr.  Sardelli  and  New  York 
branch  officials  were  in  the  dark.  Now  I  knew  otherwise. 

E.  New  York  regional  management 

Carlo  Vecchi 

Quirino  di  Mano 

Several  officials  of  the  comptrollers  division 

Although  Atlanta  was  careful  not  to  disseminate  information  to  Dr. 

Sardelii's  area  about  the  activities  of  BNL  Atlanta  (hence  the  need  for 

shadow  accounting)  we  were  aware  that  Atlanta's  activities  in  the 

money  markets  would  come  to  the  attention  of  New  York's  treasury 
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division,  and  indeed,  our  movements  in  the  marketplace  caused  BNL 
New  York's  traders  to  become  upset  with  us.  Given  the  branch's  need 
for  substantial  amounts  of  funds,  it  regularly  squeezed  New  York,  with 
its  USD  7  billion  portfolio,  out  of  the  money  markets.  Vecchi  and  his 
senior  trader,  Rino  di  Mano,  called  us  to  inquire  on  numerous  occasions 
why,  with  only  a  USD  750  million  portfolio,  we  were  purchasing  much 
larger  amounts. 

4.  DO  YOU  HAVE  ANY  REASON  TO  BELIEVE  THAT  ANY 
PART  OF  THE  U.S..  ITALIAN.  OR  U.K.  GOVERNMENTS 
WERE  AWARE  OF  THE  CCC  OR  MTL  LOANS  TO  IRAQ 
PRIOR  TO  THE  BNL  RAID  ON  AUGUST  4.  1989? 

I  do  believe  that  all  three  countries,  the  United  States,  Italy. 

and  Great  Britain  were  aware  of  the  loans  being  extended  by  the  Atlanta 

agency  of  BNL.  First  of  all  I  am  aware  from  the  accounts  offered  by  Paul 

Henderson,  and  the  proceedings  in  Great  Britain  against  him  and  others, 

that  MIS  and  MI6,  were  being  furnished  copies  of  all  documents  relating 

to  our  loans  to  Matrix  Churchill.  Moreover,  I  was  informed  by  messrs  Ali 

and  Habobi  that  there  were  several  individuals  in  the  Matrix  Churchill 

organization  with  contacts  to  British  intelligence,  and  that  Mr.  Habobi's 

driver  was  an  observer  of  TDG's  activities  for  the  English  intelligence 

community.   These  facts   did   not  seem  to   bother  them,   as   I   had 

mentioned  in  prior  testimony.   When  I  noted  to  Mr.   Ali  that  U.   S. 

Intelligence  figures  appeared  in  the  shadows  of  BNL  Atlanta's  customer 
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portfolio  he  shrugged,  looked  at  me  as  if  I  were  some  sort  of  dunce  and 
stated  that  Iraq  and  the  U.S.  worked  very  closely  together.  He  therefore 
did  not  understand  my  expression  of  surprise. 

Also,  in  a  brief  conversation  with  Mr.  Habobi's  driver,  when 
I  was  being  taken  to  a  restaurant  or  to  my  hotel,  the  driver  stated  that 
he  had  formerly  worked  for  the  British  army  and,  although  retired,  was 
still  obliquely  involved  with  the  British  military  by  virtue  of  his  current 
position.  He  spoke  to  me  openly  as  if  I  too  had  some  connection  to 
western  intelligence,  which  I  thought  peculiar.  My  general  view  after 
many  such  encounters  and  discussions  was  that  Iraqi,  Italian,  British  and 
U.S.  intelligence  services  were  fully  aware  and  supported  BNL  Atlanta's 
activities.     In  addition,  based  upon  my  meetings  with  several  of  our 
German  customers  involved  in  the  MTL  loans,  I  considered  that  German 
intelligence  was  also  keeping  updated  on  BNL  Atlanta's  affairs,  but  that 
there  was  little  intelligence  sharing  on  their  part,  unlike  that  taking  place 
between  the  previously  mentioned  countries. 

As  to  the  United  States,  I  concluded  that  they  must  have 
been  aware  of  our  activities.  Certainly,  our  loans  to  Russia  and  to  Iraq, 
much  of  which  was  conducted  by  telex  and  telephone,  should  have  been 
the  subject  of  interception  by  U.  S.  authorities.  In  addition,  the  USD  A 
officials,  who  received  copies  of  all  documentation,  should  have  been 
alerted  to  the  considerable  exposure  BNL  had  to  Iraq.   The  Commerce 
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Department  also  participated  in  the  yearly  negotiations  for  CCC 
allocations  in  Washington,  which  I  attended.  I  believe  that  the 
Commerce  Department  would  have  also  been  made  aware  as  a  result  of 
the  applications  for  export  licenses  required  for  these  exports. 
Further,the  awareness  of  the  United  States  officials  in  Iraq  of  my 
presence,  as  well  as  statement  by  Wafai  Dejani,  led  me  to  conclude  that 
United  States  intelligence  agencies  and  other  United  States  officials  were 
knowledgeable  about  our  lending  activities. 

It  is  my  belief  that  many  of  the  companies  doing  business 
with  Iraq  under  the  MTL  loans  program  had  relationships  with 
intelligence  services.  Among  these  companies,  were  Lummus  Crest, 
Bechtel,  Hewlett  Packard  etc.  I  am  also  aware  that  William  Muscarella 
of  the  XYZ  Options  was  visited  by  CIA  officials  in  connection  with  his 
activities  to  build  a  carbide  plant  in  Iraq.  Of  course,  the  Committee  is 
already  familiar  with  the  names  Dale  Toler,  Chap  Chandler  and  Charles 
Chidiac,  all  of  whom  represented  themselves  as  being  connected  with 
U.S.  intelligence  services,  and  all  of  whom  sought  to  do  business  under 
the  MTL  program. 
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5.  DO  YOU  HAVE  REASON  TO  BELIEVE  THAT  THE 
COMMODITIES  PURCHASED  BY  IRAQ  WITH  CCC- 
GUARANTEED  LOANS  WERE  DELIVERED  FOR  MILITARY 
GOODS? 

I  had  no  awareness  at  the  time  of  the  events  that  there  may 

have  been  diversions.    It  is  certainly  not  inconceivable  that  this  was 

occurring.    I  have  subsequently  learned  that  a  BNL  executive  in  Italy 

acknowledged  that  such  activities  were  taking  place. 

6.  WHAT  IS  YOUR  KNOWLEDGE  OF  BNL'S  RELATIONSHIP 
WITH  KISSINGER  ASSOCIATES?  DID  YOU  HAVE 
CONTACT  WITH  KISSINGER  ASSOCIATES?  DID  YOU  OR 
ANYONE  ELSE  AT  BNL  EVER  DISCUSS  THE  CCC  OR  MTL 
LOANS  TO  IRAQ  WITH  KISSINGER  ASSOCIATES? 

My  initial  awareness  of  Kissinger  Associates  Involvement  in 

these  matters  began  at  the  time  we  commenced  our  relationship  with 

LBS.  As  time  progressed  I  became  aware  that  Kissinger  Associates  was 

a  component  in  many  of  the  loans  taking  place.    For  example,  Wafal 

Dejani  had  told  me  that  Henry  Kissinger  was  the  architect  of  these  loans 

as  they  related  to  U.S.  foreign  policy.   I  had  attended  a  speech  given  by 

Mr.  Kissinger  in  Venice  to  the  International  managers  of  BNL,  and  learned 

of  his  relationship  as  a  member  of  the  International  Advisory  Board  of 

BNL.   I  also  learned  through  conversations  with  the  officials  at  LBS  that 

Lawrence  Eagleburger  was  associated  with  Kissinger  Associates,  which 

apparently^counted  for  his  ability  to  accomplish  many  tasks  on  their 

behalf.     Moreover,  I  was  aware  of  the  trips  taken  by  Alan  Stoga  of 
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Kissinger  Associates  to  see  the  Iraqis.  This  latter  information  was 
derived  from  individuals  associated  with  the  Iraqi-American  Business 
Forum,  who  advised  me  that  several  officials  of  Kissinger  Associates  had 
travelled  to  Iraq  to  develop  business  relationships  for  their  clients. 

7.  PLEASE  PROVIDE  ANY  COMMENTS  YOU  HAVE  ON  THE 
JUSTICE  DEPARTMENT'S  HANDLING  OF  THE  BNL 
INVESTIGATION.  WHY  DID  YOU  WITHDRAW  YOUR 
ORIGINAL  PLEA  AGREEMENT  WITH  THE  JUSTICE 
DEPARTMENT?  DO  YOU  HAVE  ANY  COMMENTS  ON 
JUDGE  LACEY'S  BNL  REPORT? 

In  1 992  I  attempted  to  cooperate  with  the  US  Attorney's 
Office  after  pleading  guilty.  Some  have  asked  why  I  plead  guilty  in  1 992 
if  I  was  indeed  not  guilty.  There  is  a  very  simple  explanation,  \  had  been 
Jailed  with  no  hope  of  bail  in  April  1992.  I  had  been  relegated  to  a 
Federal  Defender  to  represent  me  in  a  very  complicated  case  since  I  had 
no  assets,  and  owed  my  prior  counsel  several  hundred  thousand  dollars. 
My  federal  defender  was  not  able  to  understand  the  case,  having  said  to 
me  after  months  of  representation,  "what  is  a  letter  of  credit?"  Feeling 
that  it  was  likely  under  those  circumstances  that  I  might  be  convicted 
and  face  lengthy  incarceration,  i  agreed  at  my  attorney's  request  to 
plead  guilty. 

I  withdrew  my  original  plea  because  I  believed  I  had  been 
misled  by  the  government.  Again,  from  the  outset  of  this  Incident,  I  had 
been  led  to  believe  by  the  Iraqis  and  BNL  that  there  would  be  no  criminal 
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proceedings  against  nne.  They  had  assured  me  that  perhaps  regulatory 
violations  against  the  bank  would  be  brought,  but  that  I  would  not  be  in 
jeopardy  of  going  to  jail.  When  my  federal  defender  persuaded  me  to 
enter  my  original  guilty  plea,  I  was  under  the  impression  that  if  I 
cooperated  with  the  government,  that  I  would  receive  a  letter  from  them 
asking  the  court  to  downwardly  depart  from  the  Sentencing  Guidelines. 
However,  the  government's  attorneys  didn't  provide  such  a  letter,  and 
instead  sought  to  have  me  imprisoned  for  life.  It  was  then  that  my  new 
counsel,  sought  to  withdraw  my  plea. 

But  for  the  persistence  of  Mr.  Bobby  Lee  Cook,  and  the 
efforts  by  Judge  Marvin  Shoob,  which  led  to  the  discovery  of  the  CIA 
documents,  I  would  have  been  sentenced  to  jail  in  September,  1 9.92. 
The  disclosure  of  exculpatory  materials,  led  the  government  to  agree  to 
permit  a  withdrawal  of  my  plea.  It  is  worth  noting  that  Mr.  Simels' 
efforts  led  to  the  further  disclosure  that  there  were  additional 
exculpatory  materials  in  the  possession  of  the  government,  which 
included  the  debriefings  of  Paul  Henderson  by  the  government's  attorney 
prior  to  my  indictment. 

My  efforts  at  cooperation  with  the  US  Attorney's  office 
were  frustrated  by  their  continued  unwillingness  to  allow  me  to  tall  then 
the  truth.  They  would  pose  a  question,  and  when  I  began  to  tell  them 
an  answer  which  was  inconsistent  with  their  theory  of  the  case,  they 
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would  either  sat  we're  not  interested,  or  you're  lying.  My  then  attorney 
kept  pulling  me  out  of  the  room  and  warning  me  to  just  say  what  they 
want  to  hear,  so  you  can  get  them  to  write  a  letter  seeking  a  downward 
departure  in  my  sentence.  I  finally  accepted  this  premise  and  limited  my 
responses  to  say  yes,  you're  right. 

It  was  obvious  that  the  government  team  investigating  the 
matter  was  wedded  to  a  particular  theory  in  part  because  they  never 
looked  at  the  most  significant  documents  which  had  been  at  the  bank 
I  learned  in  the  course  of  the  debriefing  that  King  &  Spalding  had  limited 
their  opportunity  to  review  the  files  at  the  bank,  and  had  kept  the  most 
important  documents  in  their  custody.  Whenever  I  attempted  to  explain 
matters  to  them  I  would  request  specific  documents,  which  they  did  not 
have  at  their  offices.  They  had  to  go  to  King  &  Spalding  to  obtain  the 
requested  documents.  Indeed,  it  was  only  after  Mr.  Simels  began  to 
represent  me  that  he  was  able  to  compel  King  &  Spalding  to  provide 
those  documents  to  me  to  review.  Although  those  files  have  been 
sanitized  since  1989,  I  was  able  to  reconstruct  some  of  the  most 
significant  evidence  pointing  to  BML's  awareness  of  my  activities. 

I  can  only  state  that  I  was  disappointed  when  I  read  Judge 
Lacey's  report.  No  one  could  appreciate  the  complexity  of  this  matter 
in  the  brief  period  of  review  he  spent  conducting  his  investigation. 
Certainly   he   did   not   seek   or   obtain   essential   documents   to    an 
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understanding  of  this  matter.  His  rejection  of  the  premise  that  the 
Department  of  Justice  and  other  United  States  agencies  had  attempted 
to  cover  up  this  matter  is  extraordinary  to  me.  I  believe  that  all  of  the 
BNL  employees  from  Atlanta,  who  were  interviewed  by  original  BNL  Task 
Force  would  tell  you  that  any  time  they  attempted  to  implicate  BNL  they 
were  told  that  they  were  not  telling  the  truth,  or  the  subject  was 
changed.  Moreover,  I  believe  that  the  Department  of  Justice  officials 
that  Judge  Lacey  interviewed  had  every  reason  to  protect  themselves  in 
their  statements  to  him.  I  further  believe  that  had  Judge  Lacey  pursued 
the  information  developed  by  Chairman  Gonzalez  and  Chairman  Rose  he 
could  not  have  reached  the  conclusions  reflected  in  his  report. 

8.  PLEASE  COMMENT  ON  THE  ITALIAN  GOVERNMENT'S 
USE  OF  BNL-ATLANTA  TO  FINANCE  THE  SALE  OF 
MILITARY  HARDWARE  SUCH  AS  SIDEWINDER  MISSILES 
AND  ATTACK  HELICOPTERS? 

The  use  of  BNL  Atlanta  to  finance  the  Sidewinder  missiles 

was  not  surprising  to  me.    It  was  one  of  several  transactions  routed 

through  BNL  Atlanta  by  the  Italian  military.     While  the  instructions 

relating  to  the  merchandise  were  often  cryptic,  I  was  able  to  understand 

their  significance.     Indeed,  the  initial  description  on  the  Sidewinder 

purchases  did  not  refer  to  the  commodity  being  purchased.  It  was  only 

after  several  communications  that  I  became  aware  that  the  purchase 

involved  Sidewinder  missiles.    I  initially  believed  that  those  purchases 
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were  being  made  on  behalf  of  NATO.  However,  I  have  learned  from  the 
recent  Italian  Senate  proceedings  that  perhaps  this  missiles  were 
destined  to  go  elsewhere,  and  that  the  Italian  Ministry  of  Defense  cannot 
account  for  the  location  of  all  of  the  missiles  ordered. 

The  helicopter  transaction  was  proposed  to  us,  but  rejected 
by  me  when  it  was  determined  that  this  was  of  military  significance. 
The  transaction  subsequently  was  done  by  our  Miami  office. 

9.  WHAT  WAS  YOUR  KNOWLEDGE  OF  BNL'S  RELATIONSHIP 
WITH  THE  BANK  OF  CREDIT  AND  COMMERCE 
INTERNATIONAL  (BCCI)? 

There  was  a  close  relationship  between  Tariq  Jamil  and  Mr. 

Vincenzino,  commencing  in  1982-84.    Mr.  Jamil  was  the  head  of  First 

American  Bank  Shares  of  Georgia,  which  I  was  told  by  Jamil  was  a  part 

of  BCCI.  Jamil  subsequently  was  transferred  to  BCCI  London.  We  also 

regularly   received   funds  to   support  our  lending   from   other  BCCI 

branches.    I  was  not  familiar  with  the  reason  for  this,  and  would  refer 

you  to  Mela  Maggi,  who  dealt  directly  with  her  counterparts  at  BCCI. 
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INSERT  AT  PAGE  20 

In  Rome,  the  following  departments  were  aware  of  the  overall  activity 
with  Iraq: 

A.  Correspondent  banking  division  (area  finanza)  -  unit  responsible  for 

relations  with  Middle  Eastern  and  African  banlcing  institutions. 

Gian  Maria  Sartoretti 

Teodoro  Monaco 

as  well  as  several  of  their  staff. 

Monaco  in  particular  was  completely  aware  of  the  extent  of  Atlanta's 

CCC  lending,  for  over  the  years  beginning  in  1 985  in  telephone  conversations  he  was 

kept  abreast  of  our  annual  CCC  pilgrimages  to  Washington.  He  Icnew  the  genera! 

amounts  which  BNL  Atlanta  agreed  to  finance,  and  indeed  encouraged     me  to 

proceed,  for  he  time  and  again  indicated  that  Iraqi  approvals  would  eventually  be 

forthcoming. 

He  was  aware  of  overall  extent  of  our  MTL  commitments,  for  he  was 
apprised  by  me  initially  in  Baghdad  of  Atlanta's  negotiations,  told  me  to  develop  the 
post  Iran-Iraq  war  reconstruction  business,  and  indicated  that  he  too  was  developing 
his  lending  activities  along  the  same  lines,  but  that  he  had  several  administrative 
hurdles  to  surmount  in  Rome  before  he  could  charge  ahead. 

We  had  regular  discussions  regarding  Atlanta's  CCC  activity  and,  as  MTL 
business  developed,  conversations  regarding  those  loans  also. 

By  1989,  Monaco  was  instructing  BNL's  Italian  branches  to  telephone 
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tha  Atlanta  offioe  diraotly  regardlno  Iraqi  loana.  Although  Monaco  has  contanded  that 
these  referrals  were  for  cash  collateralized  business  only,  this  is  not  the  case.  Cash 
collateralized  business  was  being  handled  by  BNL  London,  under  Monaco's  control. 

B.  Multinational  corporation  lending  division  (area  commerciale)  unit 

responsible  for  the  1000  largest  corporations  worldwide 

Ademaro  Lanzara 
Carlo  Salvators 

These  officials  monitored  relations  with  BNL  Atlanta's  multinational 
clientele  and  met  with  these  companies  senior  officers  periodically  at  BNL  Rome  and 
also  on  occasion  the  these  corporation's  corporate  headquarters. 

On  several  occasions,  tha  most  senior  executives  of  Continental  Grain 
and  Cargill  visited  messrs  Lanzara  and  Salvatore  and  detailed  the  scope  and  breadth 
of  their  relations  with  BNL  Atlanta.  They  met  with  no  unusual  remarks. 

On  another  occasion,  Mr.  Lanzara  met  with  officials  of  Nestle,  at  the 
company's  headquartera  in  Vevey,  Switzerland.  At  that  time,  Lanzara  received 
complete  Information  regarding  BNL  Atlanta's  activities  on  behalf  of  Nestle  in  Iraq. 
Lanzara  called  me  shortly  upon  his  return  to  express  his  thanks  to  us  for  having  made 
his  job  at  Nestle  that  mueh  easier... for  we  had  effectively  established  a  positive 
reputation  for  BNL  at  Nestle.  The  Nestle  loans  were  neither  CCC  nor  MTL  credits. 

They  were  unsecured  one  year  credits  to  Iraq  to  facilitate  the  purchase 
of  powdered  milk  and  baby  formula,  amounting  to  an  aggregate  of  more  than  USD  60 
million.  Lanzara  was  fully  aware  of  these  credits,  and  others. 

C.  credit  division  (area  crediti)  unit  responsible  for  granting  credits 
companies  based  overseaa 
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Dr.  Pedde 
Pletro  LombardI 

Formerly  th«  head  of  area  crediti,  Dr.  Pedde  was  appointed  managing 
director  after  the  Initial  political  purges  of  1 986  and  1 987,  shortly  after  the  Socialists 
under  Bettino  Craxi  lost  power  in  the  Italian  Parliament. 

Aware  of  Atlanta's  shadow  activities,  through  other  sources,  he  provided 
immeasurable  support  for  BNL  Atlanta,  in  essence  acting  as  the  branch's  protector. 
On  occasions  when  I  was  In  Rome  on  official  visits,  he  would  pull  me  aside  for  short 
periods,  express  his  satisfaction  with  the  manner  in  which  the  Iraqi  business  was 
progressing,  and  encourage  me  to  continue  our  Iraqi  activities,  but  with  an  emphasis 
on  developing  multi-national  industrial  clients  in  Europe  and  North  America. 

Whenever  my  nemesis,  Dr.  Sardelli,  caused  me  difficulty  in  New  York, 
he  Intervened  to  protect  the  branch  and  Its  activities. 

He  discussed  particulars  with  me  about  Atlanta's  Iraqi  lending,  especially 
as  it  related  to  Italian  clients,  and  asked  that  I  liase  confidentially  with  him  as  required 
through  Pletro  LombardI,  the  man  who  ultimately  replaced  Dr.  Sardelli  in  New  York. 

As  financing  the  Iraqi  portfolio  became  too  onerous  a  task  for  the  Atlanta 
staff,  it  was  through  Pietro  LombardI  to  Or.  Pedde  that  I  communicated  our  inability 
to  continue  our  lending  to  Iraq  In  the  same  manner,  stating  that  Rome  would  have  to 
fund  this  activity  directly  from  Rome  or  from  other  units.  I  expressed  the  same 
sentiment  to  the  IVIr.  Ali  in  Iraq,  and  before  long  both  were  proposing  the  removal  of 
operations  to  a  larger  venue...  the  heart  of  the  U.S.  industrial  belt...  Chicego. 

After  04  aug  89,  upon  my  immediate  return  to  the  US,  I  met  with  Pietro 
Lombardi  in  New  York,  who  in  essence  looked  at  me  and  said,  with  the  expression  of 


151 


an  Individual  who  had  baan  found  out.'What  ara  WE  going  to  do?" 

In  that  sama  maating,  Mr.  Carlo  Vacchi,  the  Naw  York  branch  managar 

and  head  of  treasury  operations  for  North  America,  said,"we  knew  what  you  were 

doing  in  Atlanta  all  along."  I  waa  not  aware  until  then  that  individuals  in  Naw  York 

were  also  aware  of  Atianta'a  activities. 

While  Roma  officials  were  informed  of  my  activities  and  somehow  In 

liason  with  Baghdad,  I  felt  that  Dr.  Sardelli  and  New  York  branch  officials  were  in  the 

dark.  Now  I  knew  otherwise. 

E.  New  York  regional  management 

Carlo  Vacchi 

Quirino  dl  Mano 

Several  officials  of  the  comptrollers  division 

Although  Atianta  waa  careful  not  to  disseminate  information  to  Dr.  Sardelii's  area 

about  the  activities  of  6NL  Atianta  (hence  the  need  for  shadow  accounting)  we  were 

aware  that  Atianta'a  activities  In  the  money  markets  would  come  to  the  attention  of 

New  York's  treasury  division,  and  indeed,  our  movements  in  the  marketplace  caused 

BNL  New  York's  traders  to  become  upset  with  us.  Given  the  branch's  need  for 

substantial  amounts  of  furids,  It  regularly  squeezed  New  York,  with  Its  USD  7  billion 

portfolio,  out  of  the  money  markets.  Vecchi  and  his  senior  trader,  Rino  di  Mano.  called 

us  to  Inquire  on  numerous  occaaions  why,  with  only  a  USD  750  million  portfolio,  we 

were  purchasing  much  larger  amounta. 
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Al  Haddad 
Telwar 
Foodllna 
Voeat  Aoplna 
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My  attorney,  Robert  M.  SImels,  was  in  contact  with  Mr. 
Perot.  Mr.  Perot  axpreued  to  Mr.  Simele  that  he  thought  that  my  pre- 
trial detention  was  "un-American".  Mr.  Perot  advised  Mr.  Simels  that  if 
ball  would  be  set  in  the  case  he  was  prepared  to  aid  in  my  release. 
However,  although  bail  was  set  by  the  court  following  these  disouseions, 
Mr.  Perot  offered  no  assistance. 
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Th«  Honorabl*  H«nzy  B.  Goncalas 

U.S.  Hous*  of  R«pras«ntatlvaa 

Conmltt**  on  Banking,  Pinanc*  and  Urban  Affairs 

Ona  Hundred  Third  Congress 

2129  Rayburn  House  Office  Building 

Washington,  D.C.  20515-6050 

in  the  interest  of  cooperation  with  the  Conmtittee  on 
Banking,  Finance  and  Urban  Affaire  and  as  I  have  already  testified 
at  a  public  hearing  held  by  the  Italian  Senatorial  Investigation 
Committee  on  this  issue  to  the  eame  effect,  let  me  answer  guestions 
in  your  letter: 

The  list  of  the  meetings  I  attended  is  as  follows: 
Maroh  ai,  1990 

I  met  with  Hr.  Robert  Ross,  Assistant  to  the  Attorney  General 
on  March  21,  1990.  Mr.  Edward  Dennis,  Chief  of  the  Criminal 
Division,  and  his  assistant,  Mr.  Mark  Richard  were  also 
present  at  the  meeting. 

During  this  meeting  I  expressed  the  concerns  of  the  Italian 
Government  regarding  the  possible  Indictment  of  BNL  as  an 
Institution  (owned  by  the  Italian  Treasury) .  I  said  that  we 
all  had  great  respect  for  the  American  judicial  system  and 
that  we  had  no  intention  whatsoever  of  interfering  with  the 
ongoing  investigations.  VThat  did  concern  us  was  that  the 
Bank,  because  of  a  fraud  perpetrated  by  disloyal  employees, 
had  undergone  huge  losses  and  that  an  Indictment  by  the  United 
States  of  the  Bank  rather  than  the  perpetrators  of  the  fraud. 
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'  without  an  opportxinity  to  bo  hoard,  would  bo  difficult  for  uo 
to  undorotond  and  would  bo  adding  inault  to  injury. 

Mr.  Robs  askod  why  I  exprossed  concorno  rogatding  the  Bank's 
indictment  at  this  particular  point  in  tine/  especially  in 
light  of  the  fact  that  no  ono  had  even  mentioned  this 
poeoibility.  I  responded  that  it  seemed  quite  possible  that 
Drogoul  and  hia  associates,  in  order  to  lessen  their  role  in 
the  situation,  would  attempt  to  place  a  portion  of  the 
responsibility  on  BNL. 

Mr.  Ross  observed  that  it  would  be  normal  that  Drogoul  would 
attempt  to  defend  himself  through  assigning  blame  to  BNL.  He 
concluded  howavor  by  saying  that  we  could  be  sure  that  the 
American  judicial  system  would  continue  to  treat  the  case  with 
tho  maximum  objectivity  and  impartiality. 

Maroh  t7,  IftO 

I  met  with  Abraham  Sofaer,  Legal  Advisor  to  the  state 
Department.  The  Head  of  the  Italy  Desk  at  the  State 
Department  also  attended  the  meeting. 

In  my  meeting  with  Judge  Sofaer,  I  expressed  the  same  concerns 
regarding  BNL's  indictment  as  I  had  in  my  meeting  with  Mr. 
Ross,  underlining  BKL's  role  as  a  victim  of  the  fraud 
eoattitted  by  Mr.  Drogoul  and  his  assistants. 

Mr.  Sofaer,  as  Mr.  Ross,  asked  me  about  the  reason  of  my 
concerns,  and  I  responded  as  I  had  to  Mr.  Ross,  that  we  were 
concerned  that  Drogoul 's  lawyers  would  put  the  blame  on  BNL  so 
as  to  lessen  or  escape  personal  responsibility  in  the  case. 

Sofaer  answered  by  saying  that  he  had  taken  note  of  my 
eonoems  and  suggested  that  we  might  wish  to  have  the  lawyers 
of  the  Bank  contact  the  Justice  Department  and  that  he  would 
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bring  our  oonocrns  to  th«  attention  of  the  appropriate 
individuals t 

March  27,  l»ie 

Conversation  with  Attorney  General  (Dick)  Richard  Thornbourgh. 

During  the  course  of  a  reception  at  the  White  House 
conunenorating  Eisenhower's  birth,  and  at  which  approximately 
150  people  were  present,  I  had  the  opportunity  to  meet  briefly 
C  and  oasually  with  Attorney  General  Thornbourgh.  On  the 
occasion,  I  told  Attorney  General  Thornbourgh  of  the  steps 
that  I  had  taken  with  his  colleague,  Mr.  Koss,  concerning  bnl. 
My  conversation  with  Mr.  Thornbourgh  only  lasted  a  minute  or 
two.  Thornbourgh,  without  mentioning  any  specifics  of  the 
investigation,  responded  by  saying  that  the  question  would  be 
examined  objectively  and  fairly. 

gaptaaber  ai,  1990,  It 00  PN 

I  was  accompanying  a  delegation  from  the  Italian  Senatorial 
Commission  of  Investigation,  composed  of  Senator  Carta, 
President  of  the  Commission,  Prof.  Zanelli  and  Dr.  Di  Raimo. 
In  that  occasion,  we  met  with  Mr.  Urgenson,  Head  of  the  Fraud 
Division  of  the  Department  of  Justice,  as  well  as  with  other 
officials  from  the  Department  of  Justice.  Ms.  McKenzle  was 
also  present  at  the  meeting.  The  conversation  was  general  in 
nature  and  concerned  the  procedural  aspects  of  the  case. 
Senator  Carta  informed  the  American  official  of  the 
constitution  of  the  Investigation  committee  of  the  Italian 
Senate,  which  he  chaired,  and  said  that  he  would  come  back 
with  the  entire  commission  late  in  1990. 


Who  in  the  Italian  Government  directed  you  to  attend  these 
meetings? 
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Tha  director  general  for  eoonomlo  affairs  at  th«  Ministry  of 
Foreign  Affaire  and  the  director  of  cabinet  at  the  same 
Ministry. 

What  was  the  response  of  U.S.  officials  to  your  suggestions  on 
how  to  handle  the  BNL  investigation? 

I  made  no  suggestion  on  how  the  United  States  should  handle 
the  investigation  except  as  stated  in  response  to  question  1. 

Do  you  have  any  knowledge  that  the  U.S.,  Italian,  or  U.K.. 
Governments  were  aware  of  BNL's  CCC  or  MTL  loans  to  Iraq  prior 
to  the  August  4,  1989  raid?  Please  list  the  person (s)  that 
were  aware  of  the  loans  and  describe  the  extent  of  their 
knowledge. 

I  have  no  knowledge  in  this  regard. 

Do  you  have  reason  to  believe  that  the  comiDodities  purchased 
by  Iraq  with  CCC-guaranteed  loans  were  diverted  for  military 
goods?  Please  explain. 

I  do  not  have  any  reason  to  believe  this. 

Please  describe  what  you  know  about  the  Italian  Government's 
use  of  BNL-Atlanta  to  finance  the  sale  of  military  hardware 
such  as  Sidewinder  missiles  and  attack  helicopters? 

I  have  no  knowledge  on  this  subject. 


With  my  best  regards 


Rinaldo  Petrignani 
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Luigi  SardelH's  Written  Responses  to  Chairman  Gonzalez's  Questions 
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2 .  How  would  you  describe  the  performance  and  quality  of  bank 
examiners  assigned  to  the  BNL-Atlanta  examinations? 

If  the  reference  is  to  BNL  internal  auditors  (both  domestic 
and  foreign)  I  would  define  performance  and  quality  as  dismal  or 
wanting  or  worse. 

As  an  immediate  follow  up  to  the  Messere  preliminary  findings 
of  September  1988  (which  I  had  instructed  him  to  send  me  by  fax 
without  waiting  until  the  end  of  the  inspection)  I  had  directed  one 
Lucio  Constanti,  BNL  Rome  chief  inspector  who  was  inspecting  New 
York  to  go  to  Atlanta  to  audit  the  agency.  His  answer  was  that  Mr. 
Pedde,  the  then  Managing  Director  had  instructed  him  to  audit  my 
expense  account  instead.  Of  course  no  improprieties  (big,  small  or 
otherwise)  could  be  found  in  my  expenses. 

Constant ini  is  the  same  person  who  claims  that,  ignoring  my 
instructions,  he  omitted  to  deliver  to  Central  Auditing  Dept.-Rome 
the  copy  of  my  letter  10/3/88  addressed  to  Drogoul  which  was 
specifically  earmarked  for  Central  Auditing. 

Since  my  authority  came  from  the  Bank's  Bylaws,  Constantini's 
lack  of  delivery  amounted  to  gross  negligence  if  not  outright 
insubordination,  unless,  of  course,  he  was  instructed  by  the  usual 
higher  up  to  conveniently  keep  it  in  his  pocket. 

On  the  other  hand  it  certainly  took  the  Fed  a  long  time  before 
they  subjected  to  a  real  audit  BNL  North  America. 

It  was  on  January  14,  1993  that  the  Fed  of  N.Y.  expressed  the 
wish  to  interview  me  "in  connection  with  the. . .ongoing 
investigation  into  the  activities  of  BNL's  Atlanta  Office".  I 
immediately  obliged,  of  course,  although  in  all  frankness  I  could 
not  figure  out  why  they  had  waited  that  long. 

I  do  not  even  know  whether  the  NY  State  Banking  Dept.  of  those 
days  understood  my  problem,  among  numerous  others  represented  by 
hundreds  of  accounts,  which  according  to  internal  auditor  reports 
had  not  been  reconciled  for  years  in  the  N.Y.  Branch,  not  to 
mention  close  to  $1  billion  loans  to  Latin  American  countries 
meanwhile  become  "non-performing"  and  staff  (including  officers) 
improprieties . 
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3.  To  what  •stent  did  BNX.-Nav  York  or  BHL-Roma  officials  know  about 
tha  Conmodity  Credit  Corporation  (CCC)  guaranteed  or  medium  term 
loan*  (KTL'B)  to  Iraq?  Please  list  the  person  (s)  that  had 
knowledge  of  the  loans,  and  describe  the  extent  of  their  knowledge. 

I  was  generically  aware  that  Atlanta  had  CCC  business  on  its 
books  stemming  from  transactions  duly  approved  by  BNL-Rome. 

I  do  not  recall  anybody  who  was  somebody  in  the  BNL-Rome 
International  Division  of  those  days  who  was  not  boasting  how 
instrumental  he  had  been  in  handling  or  promoting  that  business 
since  (so  the  story  went)  it  was  98%  guaranteed  by  the  full  faith 
and  trust  of  the  USA.  As  a  matter  of  fact  they  even  wanted  Los 
Angeles  to  embark  into  CCC  business. 

To  the  best  of  my  recollection,  however,  I  never  saw  a 
proposal  for  new  CCC  transactions  crossing  my  desk.  As  for  the 
previous  ones,  lacking  any  indication  of  "irregularities"  which 
were  never  brought  to  my  attention  I  lived  under  the  reasonable 
belief  that  whatever  CCC  transaction  we  had  on  the  books  had 
already  been  authorized  by  Rome.  I  had  no  knowledge  of  MTL's  to 
Iraq. 

On  September  30,  1993  I  heard  Mr.  C.  Drogoul  testify  under 
oath  in  the  US  District  Court  of  Atlanta  that  he  had  been 
encouraged  by  or  was  in  agreement  with  Messrs.  Pedde,  Florio, 
Guadagnini,  Lombardi  and  Monoco  (all  of  them  BNL  officers  either 
from  BKL-Rome  or  NY)  to  lend  to  Iraq. 

On  a  previous  occasion  (Jan/Feb.  89)  while  I  was  touring  the 
Chicago  area  making  business  calls  arranged  by  the  local  BNL 
manager  who  needed  a  booster  from  a  professional  banker  and  who  was 
accompanying  me,  we  visited  with  a  local  bank  whose  Chairman  or 
President  mentioned  to  us  that  BNL  Atlanta  particularly  competitive 
in  CCC  transactions.  I  directed  my  BNL  Chicago  Mgr.  to 
specifically  include  the  information  in  the  call  report  that  it  was 
his  duty  to  write  to  for  Head  Office  Rome,  which  he  did  after  some 
arm-twisting.  Since  I  left  BNL  N.A.  Area  shortly  thereafter,  I 
never  heard  what  Rome  did  with  that  information. 

At  any  rate,  the  information  was  reiterated  to  H.O.  Rome  in 
the  course  of  my  evaluation  of  Drogoul 's  business  performances  for 
1988.  What  I  did  not  know  then  is  that,  according  to  copies  of 
documents  appeared  in  the  first  printed  volumes  of  the  Italian 
Senate  Committee  that  concluded  its  "works"  on  April  29,  1992, 
almost  everybody  in  the  BNL's  foreign  network  (i.e.  London, 
Toronto,  Frankfurt,  the  Far  East)  knew  Atlanta's  "irregular" 
activity  with  Iraq  and  kept  it  from  me. 

As  for  Toronto  (i.e.  BNL  of  Canada)  the  news  that  its  General 
Manager  was  dealing  with  Drogoul  in  the  case  of  the  General  Motors 
car  supply  to  Iraq  came  as  a  big  surprise  to  me  since  at  that  time 
(Jan. -April  1989  )  not  only  was  I  never  the  Deputy  Chairman  of  BNL- 
Canada  but  I  was  its  only  Director  empowered  with  the  authority  of 
rejecting  a  business  proposition  before  it  reached  the  full  Board 
of  Directors. 

Since  BNL  of  Canada's  G.M.  was  also  sitting  on  its  Board, 
keeping  the  information  from  me  may  have  amounted  to  gross 
impropriety. 

Likewise  for  Rome.  Aside  from  keeping  for  themselves  the 


161 
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4.  Do  you  havo  any  raason  to  beliava  that  nay  part  of  the  U.S., 
Italian/  or  U.K.  governments  were  aware  of  the  ccc  or  MTL  loans  to 
Iraq  prior  to  the  bnl  raid  on  August  4,  1989?   Please  explain. 

Recent  published  reports  of  the  Italian  Senate  hearings  on  the 
BNL  Atlanta  scam  attribute  to  Mr.  G.  De  Michelis,  the  former 
Italian  Minister  of  Foreign  Affairs  presently  under  investigation, 
statements  the  nature  of  which  lead  any  reasonable  person  to 
believe  that  he  may  have  known  that  some  lending  to  Iraq  was  going 
on  prior  to  August  4,  1989. 

According  to  the  August  4,  1993  hearing  of  the  present  Italian 
Senate  Committee,  written  transcripts  covers  the  meeting  between  De 
Michelis  and  Tarrik  Aziz  which  took  place  in  the  immediate  vicinity 
of  Aug.  4,  '89.  On  that  occasion  De  Michelis  stated  that  only  one 
loan  to  Iraq  "had  characteristics  of  irregularity".  He  says  now 
that  the  circumstances  surrounding  BNL's  loan  to  Iraq  present 
delicate  aspects  of  Italian  domestic  politics;  he  did  not 
elaborate. 

At  the  September  23,  1993  hearing,  Mr.  B.  Bottai,  Secretary 
General  to  the  Italian  Foreign  Ministry  stated,  presumably 
referring  to  the  Italian  Embassy  in  Washington  that  "the  behavior 
of  the  Embassy  was  the  one  suggested  also  by  the  Ministry  of 
Treasury,  guardian  angel  of  BNL's.  "  At  any  rate,"  he  continued, 
"it  was  in  the  interest  of  Italy  that  the  responsibilities  remained 
circumscribed  to  the  Atlanta  Agency". 

My  reasons  to  believe  that  also  the  US  and  UK  governments 
"were  aware"  stem  exclusively  from  reports  aired  by  the  media  or 
printed  in  the  press,  domestic  and  international. 
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5.  Do  you  have  any  reason  to  believe  that  the  commodities  purchased 
by  Iraq  with  CCC-guaranteed  loans  vere  diverted  for  military  aoods'> 
Please  explain.  '  ^ 

None,  except  those  derived  from  the  reading  of  books  and  press 
reports   that   have   extensively   covered   the   subject   matter 
Something  came  on  television  too. 

Of  course,  the  present  Italian  Senate  Committee  is  also 
subjecting  the  matter  to  a  certain  degree  of  scrutiny. 
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C.  What  is  your  knovladg*  of  BML's  ralationship  with  Kissinger 
Associatas?  Did  you  hava  any  contact  with  Kissingar  Associates?  Did 
you  or  anyone  else  at  BNL  ever  discuss  the  CCC  or  MTL  loans  to  Iraq 
with  Kissinger  Associates? 

I  was  not  aware  of  the  existence  of  Kissinger  Associates  until 
after  I  came  back  to  the  USA  in  July  1987  (my  previous  tenure  as 
Co.  Mgr,  of  BNL's  NY  Branch  -  then  BNL's  only  office  in  the  USA  - 
had  spanned  from  1962  to  1974). 

Until  then  I  had  been  led  by  Mr.  A.  Florio  to  believe  that  the 
connection  the  bank  had  was  solely  with  Dr.  H.  Kissinger  who  used 
to  sit  on  the  bank's  International  Advisory  Board,  later  chaired  by 
the  late  G.  Carli,  the  Italian  Minister  of  the  Treasury  at  the  time 
the  Atlanta  scam  was  in  full  swing. 

I  learned  about  Kissinger  Associates  and  its  members  from  the 
newspapers  in  N.Y.  because  to  the  best  of  my  recollection,  nobody 
at  Kissinger  Associates  seemed  to  acknowledge  that  I  had  replaced 
Mr.  Guadagnini. 

To  be  more  specific,  I  do  not  believe  they  knew  I  existed 
until  when  (Feb.  '89)  I  was  asked  by  Pedde  to  contact  a  Mr.  Stoga, 
whom  I  met. 

With  hindsight,  what  I  understood  was  that  the  bank  was 
looking  for  space  in  Washington.  Because  Mr.  B.  Scowcroft  had  been 
appointed  Military  Advisor  to  Mr.  G.  Bush,  the  then  newly-elected 
President  of  the  USA,  my  mission  must  have  been  to  sound  out 
whether  there  would  be  a  "vacant"  room  at  Kissinger  Associates 
Washington  for  a  BNL  officer  to  use. 

In  all  honesty  I  do  not  recall  having  even  posed  the  question 
to  Mr.  Stoga  since  from  the  context  of  his  remarks  I  must  have  come 
to  the  early  conclusion  that  there  would  not  be  space  available 
under  any  circvunstance,  a  hunch  that  I  must  have  conveyed  to  Mr. 
Pedde . 

I  never  discussed  any  loan  whatsoever  in  any  shape  or  form  to 
Iraq  with  Kissinger  Associates  or  anybody  else  on  earth. 

I  did  not  know  then  of  anybody  else  from  BNL  doing  that. 
Kissinger  Associates  may  have  been  led  to  believe  that  BNL's 
Regional  Manager  was  still  my  predecessor  and  Atlanta  was  the 
mother  branch  of  the  USA  BNL's  Organization. 
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7.  Please  provide  any  comments  you  have  on  the  Justice  Department's 
handling  of  the  BNL  investigation.  Do  you  have  any  comments  on 
Judge  Lacey's  BNL  Report? 

A  book'  has  it  that  BNL's  good  fortune  started  on  August  6, 
1989  when  its  people  were  caused  to  bump  into  a  criminal  lawyer  who 
was  close  to  the  prosecution.  In  addition,  the  "Di  Vita  Diaries", 
this  monument  to  human  stupidity^  leave  the  impression  that  no 
sooner  the  decision  had  been  that  the  bank  was  a  victim  than  it  was 
proper  for  the  prosecution  to  share  any  information  with  the  people 
from  BNL,  its  lawyers  and  the  Italian  Embassy  who,  according  to  the 
comments  that  a  member  of  the  prosecution  task  force  offered  to  me 
on  two  occasions  in  Atlanta,  had  instituted  daily  contact  with  the 
Atlanta  D.A.  Office  (see  also  page  242  "Progetto  Babilonia" 
covering  the  height  of  the  Italian  Senate  Telephone  bill  with 
Atlanta) ,  a  circumstance  never  explored  by  the  Italian  Senators  who 
seem  to  have  been  charged  by  themselves  with  "the  responsibility  of 
safeguarding  the  image  of  the  Country"  -  hearing  no.  13  -  rather 
than  understanding  how  it  happened  which  was  presumably  the  task 
the  Italian  Parliament  gave  them. 

This  is  not  to  say  that  BNL,  as  distinguished  from  some  of  its 
politically  appointed,  incompetent  officers,  was  not  a  victim. 

As  recent  Italian  events  show,  the  whole  Italian  Banking 
system  has  been  the  victim  of  greedy  political  crooks  who,  over  the 
last  10-15  years,  were  able  to  push  aside  professional  bankers  and 
make  room  for  their  appointees  totally  devoid  of  a  culture  that 
makes  concepts  like  "risk  assessment"  and  "risk  control,"  some  of 
the  benchmarks  real  bankers  measure  themselves  against.  Some  of 
them  seem  to  have  been  totally  devoid  of  any  moral  or  legal 
compass.  In  connection  with  the  now  unfolding  "Ferruzzi  Group- 
Emimont"  scandal,  the  former  Chairman  of  one  of  Italy's  very,  very 
large  banks  is  now  a  fugitive  from  the  Italian  justice.  His 
deputy,  still  in  office  at  the  time  the  scandal  was  uncovered,  is 
now  in  jail  because  of  money  that  he  took  without  having  title  to 
it. 


'Tonello,  Fabrigio.  Progetto  Babilonia.  p.  196-7.  Ed.  Garzanti, 
1993. 

^As  a  footnote  to  the  "Di  Vito  Diaries,"  it  has  to  be  mentioned 
that  while  BNL's  lawyers  were  claiming  on  Sept.  29,  1992  in  the 
Shoob  Court  in  Atlanta  that  the  "diaries"  were  covered  by  "lawyer- 
client  privileges"  and  as  such  are  not  admissible  in  court,  BNL 
chairmanship  was  simultaneously  issuing  a  press  report  in  Rome, 
Italy  for  the  consumption  of  the  Italian  press  that  practically 
said  of  the  Hon.  Judge  Shoob:  "Why  is  this  old  goat  making  so  much 
over  "diaries"  that  have  been  under  public  eyes  for  months  now?  Is 
it  for  practical  reasons?"  Thus  spoke  Mr.  Cantoni  who  may  have 
conveniently  forgot  that  he,  like  his  predecessor  Nesi,  was 
appointed  BNL's  Chairman  only  because  he  was  sponsored  by  one 
Bettino  Craxi  the  then  powerful  boss  of  the  Italian  Socialist 
party,  now  (Bettino  Craxi)  either  under  criminal  investigation  or 
indictment. 
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To  revert  to  Atlanta  I  found  it  amazing  that  people  from  the 
GAO  had  to  travel  to  see  me  in  1991  to  get  from  me  the  same 
information  that  I  had  given  the  Atlanta  prosecutors  in  January 
1991,  the  first  time  ever  that  I  was  going  to  be  deposed  in 
Atlanta. 

The  second  time  was  when,  after  being  hastily  invited  by  phone 
during  the  afternoon  hours  of  March  18,  1991,  I  was  asked  by  the 
prosecutors  to  return  to  Atlanta  the  next  day  to  talk  to  some 
"Italian  Gentlemen  who  were  leaving  town  on  March  19".  Nobody  ever 
explained  to  me  the  reason  why  my  invitation  was  delayed  to  the 
very  last  minute  unless  they  were  hoping  that  I  was  out  of  town. 

The  Atlanta  prosecutors  requested  that  I  talk  English.  In 
turn  I  requested  that  the  ensuing  "information  paper"  be  submitted 
for  my  approval  and  signature  before  dissemination. 

It  was  only  after  a  nuiaber  of  phone  calls  and  several  months 
later  (end  of  February  1992)  that  the  paper  came  back  to  me  for  my 
approval.  It  was  full  of  so  many  inaccuracies  I  could  barely 
recognize  its  content  as  mine.  I  sent  it  back  with  extensive 
corrections,  large  additions  and  a  covering  letter  dated  April  6, 
1992  which  I  still  wonder  whether  the  prosecutors  liked.  In  fact 
I  told  them  I  did  not  like  at  all  the  way  they  had  handled  the 
whole  matter. 

It  also  turned  out  that  on  March  19,  1991,  unknown  to  me,  I 
had  been  "present"  in  Atlanta  under  the  terms  of  a  Commission  dated 
June  26,  1990  No.  15859/89C"  the  existence  of  which  (but  not  its 
contents)  was  brought  to  my  knowledge  only  in  February  1992,  almost 
one  year  after  I  had  been  deposed. 

I  have  always  been  under  the  professional  impression  that  in 
Jul. /Aug.  '88  it  would  not  have  been  too  difficult  to  discover  what 
was  going  on  in  Atlanta  without  resorting  to  granting  immunity  to 
anybody  which  in  my  opinion  was  the  first  and  lasting  factor  in  the 
prosecutor's  decision  to  single  out  Drogoul  as  the  one  and  only 
main  player  in  the  scam. 

I  also  thought  that  given  the  existence  of  a  "Treaty  of  Mutual 
Assistance  in  Criminal  Matters  between  Italy  and  USA"  dated  Nov.  9, 
1982  it  would  have  been  more  appropriate  for  the  USA  prosecutors  to 
immediately  conduct  their  own  Italian  equivalent. 

If  by  any  chance  the  latter  had  been  magistrates  of  the 
quality  of  Saverio  Borrelli,  Felice  Casson,  Antonio  D.  Pietro  and 
the  five  other  heroes  of  the  Italian  Judiciary  still  alive  it  may 
very  well  be  that  the  matter  would  have  been  resolved  some  time 
ago,  with  a  different  or  more  comprehensible  ending. 

Talking  about  which,  things  get  really  complicated. 
In  January  1991  when  my  presence  was  first  requested  in  Atlanta, 
Ms.  Gale  McKenzie,  Asst.  US  Attorney,  told  me  that  I  had  never  been 
the  target  of  an  investigation,  I  did  not  need  a  lawyer  and,  had 
BNL  left  me  in  N.Y.,  there  would  not  have  been  any  need  for  the  FBI 
to  uncover  the  sceun  because  Mr.  Sardelli  was  on  the  right  track. 
That's  what  she  told  me,  adding  that  because  of  the  way  I  was 
handling  myself  I  could  still  enjoy,  regardless  of  age,  15  more 
years  of  professional  life.  Moreover,  come  September  14,  1992, 
during  Mr.  C.  Drogoul 's  first  aborted  sentence  hearing,  the  Hon. 
Judge  Marvin  H.  Shoob  inquired  with  the  prosecution  whether  the 
court   could  have   relied   on  the   findings   of   the   "Italian 


167 


Parliamentary  Committee  on  the  case  of  the  Atlanta  Branch  of  BNL 
and  its  connections"  published  on  April  22,  1992. 

The  prosecutor's  answer,  which  I  considered  a  forensic 
masterpiece  was 

I  am  not  sure  it's  the  same  one  that  I  have.  I  have  seen 
nothing  in  the  two  reports  that  I  have,  I  have  not  seen 
any  fact  that  is  in  any  way  inconsistent  with  anything 
that  our  task  force  has  found. 

In  answer  to  the  court's  question  on  whether  the  court 
should  or  can  rely  on  its  conclusions,  I  am  not  sure  what 
those  conclusions  are,  but  I  would  say,  no,  I  don't  know 
what  their  methodology  was,  I  don't  know  what  their 
policies  are  that  caused  this  report  to  be  written,  and 
I  don't  know  what  facts  they  based  their  conclusions  on. 
If  there  is  some  fact  that  is  in  the  report  that  the 
court  feels  has  not  been  addressed  by  the  government,  let 
us  know,  and  we  will  tell  you.  (page  16  of  the  Court 
transcript  of  9/14/92): 

But  come  September  29,  1992  Mr.  Drogoul's  defense  lawyer  after 
having  duly  subpoenaed  me,  calls  me  to  the  stand  and  although  my 
sworn  testimony  is  no  different  from  those  I  gave  in  Atlanta  in 
January  and  March  '91  and  in  New  York  to  the  Italian  Senators,  I  am 
not  sure  that  the  prosecution  liked  it  (to  be  fair  it  seems  like 
much  less  the  testimony  given  by  Mr.  Drogoul  on  the  same  and 
subsequent  and-again,  under  oath,  again  implicating,  as  in  the 
past,  everybody  except  Mr.  Sardelli  -  although  it  was  no  different 
from  previous  testimony  given  to  the  prosecutor,  the  Italian 
Senators  and  press  interviews  to  newspapers  who  cared  enough  to 
start  venting  the  truth) . 

As  we  all  know,  in  order  to  quash  Judge  Shoob's  and  public 
opinion's  cry  that  a  special  prosecutor  should  be  appointed,  the 
then  A.G.  William  P.  Barr  on  Oct.  16,  '92  appointed  an  independent 
counsel  instead,  in  the  person  of  Judge  Frederick  B.  Lacey  who  was 
then  conveniently  given  a  December  8,  1992  deadline  to  report  his 
findings  (we  all  know  that  in  all  cases  of  this  nature  deadlines 
are  almost  always  meant  as  an  insurance  policy  against  truths  that 
having  always  been  there  in  the  first  place  will  only  be  let 
surface  at  a  future  time  when  they  can  do  no  harm) .  Ignoring  and 
revising  his  forensic  stand  of  September  14,  1992  the  prosecutor  on 
Dec.  1,  1992  supplied  Mr.  Lacey  with  a  memorandum  almost 
exclusively  based  on  the  Italian  Parliamentary  Commission  report, 
the  original  version  of  which  contains  unexpurgated  garbage  vastly 
comprised  of  false  testimony  under  oath  that  were,  not  so 
curiously,  let  go  unchallenged  by  the  chairman  of  the  committee  and 
his  associates,  for  political  when  not  personal  reasons,  primarily 
represented,  when  the  latter  was  the  case,  by  their  need  to  save 
their  political  friends  like  Nesi  and  Pedde  from  the  scrutiny  of 
"Operazione  Mani  Pulite,"  just  begun. 

Little  did  the  Atlanta  prosecutor  and  Mr.  F.  Lacey  know  (or 
didn't  they?)  that  on  April  6,  1992  (i.e.  before  April  20,  92,  the 
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day  the  by  now  "Senators  no  more"  had  disposed  their  "report"  of  an 
unfinished  investigation,  the  whole  Chairmanship  (that  is  Chairman 
and  Vice  Chairman)  and  many  of  the  Senators  who  comprised  the 
original  Committee  had  been  voted  out  of  office  by  the  outraged 
Italian  people  who  had  not  at  all  liked  the  Committee  joggling  and 
discarding  "conclusions"  for  three  months  so  that  they  could  have 
issued  the  one  most  important  self-serving  and  convenient  to  their 
friends,  political  or  otherwise.  Even  the  Atlanta  prosecutors 
admitted  there  was  more  than  one  version  of  the  same  report. 

Little  did  they  know,  as  rumors  had  it  in  Italy,  the  task  of 
the  first  Italian  Senate  fact-finding  committee  was  to  identify 
what  evidence  (if  any)  potentially  damaging  to  Nesi,  Pedde  and 
their  acolytes  did  future  key  witnesses  have  in  their  hands  so  that 
the  Committee  would  publish  it.  In  the  process  the  old  people  from 
the  bank  would  see  it,  contradict  the  evidence  by  fabricating 
whatever  lie  was  necessary  which  would  then  go  unchallenged  by  the 
Committee . 

Those  were  the  rumors  except  that  the  net  result  was  extremely 
close  to  the  scenario. 

Never  was  the  Committee,  both  in  its  original  fact-finding  and 
subsequent  investigative  version  allowed  to  shed  its  tribal 
vestige:  Chaired  by  a  Sardinian,  to  protect  Pedde,  a  Sardinian 
self-proclaimed  cousin  of  F.  Cossiga,  a  Sardinian  who,  at  that  time 
was  also  the  President  of  the  Italian  Republic. 

To  foreign  minds,  coming  from  the  same  region  or  county  may 
not  be  relevant.  But  when  F.  Cossiga,  then  still  in  office,  goes 
on  television  and  states  "We  Sardinians  come  from  a  culture  of 
bandits"  even  skeptic  Italians  are  stunned  by  the  undignified 
utterance. 

It  makes  one  come  to  the  conclusion  that,  lest  the  truth  is 
manipulated  against  you,  caution  (even  reticence)  is  in  order  when 
dealing  with  these  people.  When  I  rendered  my  testimony  under  oath 
in  Atlanta  in  January  1991  the  jury  was  on  the  verge  of  clapping 
hands  and  if  there  was  a  recording  system  in  operation  the  sound 
should  still  be  there  (requested  verbally  to  supply  a  copy  of  my 
testimony,  if  legally  allowable,  the  Atlanta  prosecutor  never 
bothered  to  give  me  an  answer) . 

I  leave  it  to  anybody's  judgement  whether  I  can  be  subjected 
to  anybody's  intimidation  when  I  am  telling  the  truth  to  juries, 
judges  or  duly  elected  representatives  of  the  people.^ 


'Sadly,  BNL,  with  the  help  of  INPS  (the  Italian  Social  Security 
equivalent  and  one  of  BNL's  main  shareholders,  with  a  seat  on  its 
Board  of  Directors  where  the  "Atlanta  scam"  has  been  closely 
followed)  have  tried  to  harass  and  intimidate  me  by  withholding 
payment  of  pension  money  lawfully  owed  me,  as  two  Italian  Courts 
have  already  determined. 

By  stark  contrast,  BNL  and  INPS  do  not  appear  to  have  followed 
the  same  course  of  action  in  the  case  of  N.Nesi  and  G.  Pedde/# 
although  both  were  investigated  and/or  indicted  for  the  "Luchair 
(Iran)  Affair"  and  the  "Atlanta  scam,"  with  Pedde##  sentenced  to  a 
4  year  jail  term  for  the  "Luchair  (Iran)  Affair"  whereas  Nesi  is 
still  being  tried  on  appeal  by  the  prosecution. 
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How  sad  it  is  to  notice  instead  that  the  prosecutors  chose  to 
ignore  the  conclusions  that  their  Italian  equivalent  had  reached 
while  in  the  U.S.;  conclusions  that  represent  a  tribute  to  the 
latter  institutions,  observations  and  striking  clarity  of 
judgement,  as  proved  by  their  concise  written  report. 

In  fact,  on  May  30,  1991,  on  the  basis  of  what  they  had  heard 
and  seen  during  their  March  15-19  stay  in  Atlanta,  the  Italian 
Investigative  and  Prosecution  Teams  by  whom  I  had  been  deposed  on 
the  19th  in  Atlanta  under  the  unknown  to  me,  the  Commission 
/15859/89C  of  June  26,  1990  (an  investigative  team  comprised  of  the 
renowned  Italian  "Guardia  di  Finanza",  in  charge  of  detecting 
financial  malfeasance  in  Italy)  did  not  wait  for  the  signed 
statement  of  the  deposition  I  had  rendered  on  March  19,  1991. 
Although  I  spoke  in  English,  they,  contrary  to  the  U.S.  Prosecutor, 
understood  extremely  well  the  nature  of  my  testimony  and  after  the 
testimony  of  L.  Messere  at  Alias,  the  conversation  they  had  with 
Gale  McKenzie,  the  documents  they  were  allowed  to  peruse  (which  I 
must  say  they  perused  much  more  intelligently  and  meticulously  than 
other  prosecutors)  the  information  they  were  able  to  access  and 
assess  in  the  USA  and  Italy,  they  suggested  to  the  Italian  Criminal 
Prosecutor  that  in  addition  to: 

-Neris  Nesi  -former  BNL  Chairman  and 
-Giaesmo  Pedde-Former  BNL  Managing  Director, 
that  the  following  people  also  be  criminally  investigated: 
-Christopher  Drogoul 

-Louise  Messere,  the  N.Y.  Branch  Internal  Auditor 
-Umberto  D'Addosio  (one  of  the  present  BNL  Mg.  Dir.'s) 
-Graziano  Sartori  (presently  keeper  of  BNL  books) 
-Lucio  Constant ini,  the  then  Rome  Chief  Inspector. 
The  Italian  investigators  expressed  either  disbelief  that  nobody  at 
BNL  Rome  knew,  or  surprise  at  the  many  material  oversights  that 
they  claimed  the  Atlanta  prosecutors  had  inquired  into.  They  also 
questioned  some  of  the  monitoring  practices  of  the  Bank  of  Italy. 
In  the  same  report,  "Guardia  di  Finanza"  wrote:  "Dr.  Sardelli 
looks  like  the  only  incisive  element  of  contrast  in  a  diffuse 
evaluation  of  irregularities  and  lack  of  discipline  which  permeated 
the  banking  operating  activity  of  all  the  areas  of  his  competence". 
These  are  the  people  who,  living  in  the  country  that  produced 
the  Renaissance  Man,  are  able  in  real  life  to  distinguish  him  from 
other  characters  like  the  Machiavellis,  Borpias  and  Maramaldos  when 
influence  on  the  present  Italian  environment  may  constitute  a  big 
unknown  to  foreign  minds. 

One  is  left  to  wonder  what  the  attitude  would  have  been  of  the 
Italian  Control  Authority  whose  then  N.Y.  Representative  I  had  made 
privy  to  the  problems  I  was  dealing  with  in  July  1988,  had  not  a 
relative  of  its  then  Governor  been  an  officer  (together  with  a 
platoon  of  other  "important  people"  relatives)  of  BNL  N.Y.,  posing 
as  the  owner  thereof.  The  Atlanta  prosecutors  did  not  seem 
particularly  interested  in  the  findings  of  "Guardia  di  Finanza", 
strangely,  and  suddenly  siding  with  the  Italian  Senators  who,  being 
in  those  days  covered  by  the  unfortunate  "impunity"  provisions  of 
the  Italian  Constitution  could  with  impunity  make  up  with  character 
assassination  what  was  lacking  in  real  investigative  expertise  and 
logic. 
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One  wonders:  Weren't  they  sitting  in  the  Italian  Parliament 
when  so  many  of  their  colleagues  move  under  investigation  or 
indictment  were  ripping  off  Italy? 

It  is  evident  that  although  being  the  truth,  all  the  truth  and 
nothing  else  but  the  truth,  my  sworn  testimony  of  Sept.  29,  1992 
given  in  Atlanta  to  the  Hon.  Judge  Marvin  S.  Shoob  may  have 
contributed  to  the  collapse  of  the  house  of  cards  into  which  the 
prosecutors,  during  a  period  of  over  three  years  had  matured  the 
unsustainable  theory  that  Drogoul  was  the  only  perpetrator  of  the 
scam.  Was  it  because  they  are  only  human  that,  although  on  October 
5,  1992,  a  court  of  law  had  determined  that  I  was  the  only 
"Straight  Shooter"  at  BNL  (a  judgement  reiterated  on  August  23, 
1993)  the  defeated  prosecutors  whom  time  and  time  again  I  had 
offered  my  availability  to  help  or  sift  through  papers  in  Italian, 
chose  to  characterize  me  as  "a  disgruntled  employee"? 

Those  prosecutors  are  wrong:  utterly.  I  am  simply  a  top 
echelon  banker  (March  '89  BNL  Mgt.  Chart  enclosed-Doc.  D,  with 
alphabetical  order  repositioned  only  to  speed  up  identification) , 
also  a  former  Fullbright  scholarship  winner  who  is  absolutely 
furious  the  sacking  of  his  country  of  birth  at  the  hand  of 
political  crooks,  their  incompetent  appointees,  the  political 
protectors  of  the  latter  who  may  escape  the  "goal"  where  they 
belong  also  thanks  to  the  qualifications  or  lack  thereof  of 
prosecutors  who  are  certainly  able  to  convince  a  judge  to  give  a 
three  year  term  to  a  thief  but  not  thoroughly  equipped  to  bring  to 
justice  the  perpetrators  of  an  international,  multibillion  dollar 
scam  because  of  its  ramifications,  complexity,  personalities,  power 
games,  denials,  cultures,  testimony  of  witnesses  of  countries  where 
lying  under  oath  is  not  such  a  big  deal  after  all,  not  to  mention 
the  action  of  secret  services  and  the  interest  of  death  merchants. 

It  has  to  be  hoped  that  anywhere  on  earth  prosecutors  revert 
back  to  the  old  habit  of  making  a  name  for  themselves  by  bringing 
to  justice  any  criminal,  no  matter  what  his  station  in  life,  rather 
than  by  getting  cozy  with  the  rich  and  the  powerful  or  their 
friends. 

In  a  case  I  know  of, in  order  to  minimize  the  man's  visibility, 
the  prosecutor  led  a  court  of  law  to  believe  that  the  man  was  on 
the  verge  of  a  financial  disaster  unless  he  found  some  however 
questionable  consulting  business.  All  the  prosecutors  had  to  do 
what  was  asked  for  his  1040;  they  would  have  realized  that  in 
addition  to  being  very  comfortable  financially,  he  was  still 
covering  a  number  of  well-paid  positions  in  the  BNL  organization  in 
the  USA  and  Canada. 

True  that  on  a  somnolent  Friday  afternoon  of  late  August  1992 
(a  period  of  time  during  which  almost  all  56  million  Italians  who 
inhabit  Italy  are  on  vacation)  an  aging  chief  criminal  prosecutor 
dropped  in  Italy  all  charges  against  N.  Nesi,  G.  Pedde,  L. 
Constantini,  U.D'Aoldosio,  G.  Sartori  and  L.  Messere,  subject  to 
revival,  if  circumstances  warranted.  The  Italian  press,  however, 
was  not  at  sleep  yet  and  noticed: 

1)  Some  of  the  charges  had  become  moot  because  of  intervening 
eunnesties  (they  still  use  King's  "justice"  tools  in  Italy). 
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2)  the  "rationale"  of  the  order  was  an  insult  to  hximan 
intelligence:  Since  the  men  had  done  almost  everything  as 
charged,  the  prosecutor  could  not  pursue  the  matter  any 
further  because  of  lack  of  corroboration  (yet  he  never 
explained  anybody  the  reasons  why,  having  waited  for  so  many 
years  he  was  now,  end  of  August  1992,  no  longer  in  the 
position  to  wait  a  little  longer  before  dismissing  the 
charges,  until  the  end  of  the  Drogoul  trial,  then  in  full 
swing,  where  Drogoul  had  already  made  people  aware  (the 
Italian  Senators  in  April  1992,  the  Italian  press  in  May  1992 
and  the  Atlanta  Court)  he  would  have  exposed  his  truth. 

3)  he,  the  Italian  prosecutor,  lacked  corroboration  because  of 
the  many  difficulties  encountered,  "accentuated  by  the 
objectively  non-exhaustive  cooperation  afforded  by  the  Atlanta 
Federal  Prosecutor"  who  claimed  that  because  of  the  impending 
Atlanta  trials  was  not  in  the  position  to  satisfy  all 
investigative  exigencies  submitted  by  the  Italian  prosecutor. 

In  almost  all  matters  Italian,  simplicity  is  like  the  fire 
bird:  Hard  to  find. 

The  Italian  prosecutor  was  able  to  issue  his  order  when 
already  out  of  office,  simply  because  of  the  complicity  of  a 
disgraced  socialist  minister  of  justice  who  himself  escaped  jail 
because  of  the  "impunity"  provision  of  the  Italian  Constitution. 
Now  that  he  is  no  more  a  member  of  parliament,  let  alone  a  minister 
("of  Justice"!!!?  or  was  it,  like  in  other  countries  we  know,  "of 
justice  obstruction"?)  hope  has  sprung  again  that  he  will  go  to 
jail. 

What  did  Mr.Martelli  (the  minister)  do?  In  June  '92  he 
prolonged  by  two  years  the  mandatory  age  (70  yrs.)  of  retirement  of 
all  Italian  Prosecutors.  Who  was  about  to  reach  70?  Only  two  of 
them,  one  of  whom,  Mr.  Giniceandrea,  extensively  credited  loudly  in 
public,  without  any  consequences,  of  the  task  of  keeping  the  lid  on 
the  Italian  investigation  of  the  Atlanta  scam  of  which  he  was  the 
ultimate  Judge  and  Jury.  Since  he  was  also  sitting  on  the 
investigation  of  the  infamous  crimes  of  the  "Bologne  railway 
station"  (1981)  Propaganda  2  (P2)  Lodge  (1981)  the  downing  of  an 
Italian  airliner  (1979?)  over  the  Italian  soil,  actually  the 
executive  order  was  dubbed  "Guidiceandrea  Decree" . 

In  Italy,  for  executive  orders  to  stand  they  must  be  converted 
into  law  by  the  full  Parliament  who  in  this  case  refused  to  budge. 

Unfortunately,  however,  although  executive  orders  can  be  voted 
down  within  90  days,  the  decisions  made  in  the  meanwhile  can't  be 
rolled  back.  So,  case  dropped  in  Italy,  at  least  for  the  time 
being. 

What  is  refreshing  to  know  is  that  Mr.  Guidiceandrea,  together 
with  the  then  socialist  Minister  of  Finance,  are  under 
investigation  for  usage  of  public  property  without  the 
consideration  (more  clearly,  the  former  was  inhabiting  one  of  the 
most  prestigious  Roman  apartments,  for  a  rent  of  SlOO-a-month.  with 
the  blessing  of  the  latter,  one  Ms.  Formica;  the  apartment  is  owned 
by  the  taxpayers. 

In  the  end,  the  Italian  Senators  found  the  way  of  letting 
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people  believe  I  have  a  very  bad  temper.  Which  is  indeed  true. 
However,  I  was  surprised  to  know  that  they  were  able  to  experience 
directly  the  manifestation  thereof. 

You  see,  Mr.  Chairman,  ever  since  I  was  a  boy  a  very 
uncompromising  father  trained  me  to  be  furious  at  fascists, 
communists,  crooks,  people  who  although  incompetent  feel  that 
everything  is  owed  them  because  of  the  name  they  wear  or  the  boss 
whom  they  report  to.  Well  I  leave  it  to  the  Senators  to  take  their 
pick  because,  other  than  that  I  seem  to  be  a  very  sweet  man, 
judging  from  testimonials  of  date  unimpeachable,  as  witnessed  by 
one  of  them  enclosed  (Doc  E) . 

I  believe  the  zenith  of  ridicule  must  have  been  reached  in  the 
Shoob  Courtroom  on  Sept.  29,  1992  when  the  prosecutor  was  trying  to 
convince  me  on  the  stand  (and  evidently  Judge  Shoob)  that  although 
one  of  my  letters  in  Italian  said  something  which  had  been  even 
acknowledged  by  the  Auditors  of  the  Bank  of  Italy,  in  reality 
either  I  did  not  mean  it  or  worse,  I  meant  something  else. 

History  can't  be  rewritten.  at  the  end  of  November  1988, 
after  the  ill-fated  visit  to  N.Y.  of  N.  Nesi  (July  88)  and  G.  Pedde 
(October  88)  none  other  than  the  Chairman  of  BNL  International 
Advisory  Board  came  to  N.Y.  and  wanted  to  talk  to  me. 

He  told  me  that  "these  two  people  had  developed  such  dislike 
for  each  other  that  they  were  at  each  other's  throat  every  day". 

He  added  that  because  of  the  reputation  and  regard  that  I 
enjoyed  with  BNL's  grass  roots  (the  people  who  had  broken  their 
backs  to  propel  into  first  place  in  Italy  a  bank  that  was  born  in 
1913  in  the  rural  recesses  of  the  country)  and  the  high  opinion  in 
which  both  Nesi  and  Pedde  seemed  to  hold  me  in  those  days,  it  would 
be  in  the  best  interest  of  BNL  if  I  were  to  find  a  way  to  tell  them 
to  stop  acting  like  infants. 

In  turn  I  told  him  that  unfortunately  I  could  not  be  of  any 
further  assistance  since  I  felt  I  was  already  on  my  way  out  due  to 
unreconcilable  differences  with  Nesi,  Pedde  and  their  hand-picked 
cohort  of  barbarians. 

As  for  the  "Lacey  Report"  I  have  no  comments.  Let's  face  it: 
who  am  I  to  take  issue  with  the  judgement  of  the  distinguished 
Chairman  from  Texas  or  the  brilliant  penmanship  of  a  renowned  N.Y. 
Times  colvimnist? 

Certainly  in  the  world  of  the  banks  I  know,  many  things  that 
Mr.  Lacey  finds  hard  to  believe  do  happen.  He  would  be  surprised 
how  many  additional  things  Italian  banks  do. 

However,  given  the  qualifications  he  claims  he  has,  I  in  turn 
find  it  difficult  to  believe  that  he  may  have  been  taken  for  a 
ride. 

Surely,  in  his  infinite  wisdom,  Mr.  Lacey  was  under  no 
obligation  to  interview  me  to  make  double  sure  that  he  got 
everything  straight,  including  his  act. 

Had  he  chosen  to  do  so,  I  might  have  told  him  that,  during  the 
last  months  of  my  tenure  as  BNL's  Regional  Mgr.  in  NY  I  had 
developed  the  hunch  that  by  reporting  to  Pedde,  in  all  actuality  I 
was  reporting  to  the  enemy  within.  Let's  face  it,  in  addition  to 
whatever  I  was  feeding  central  Auditing  Dept.  and  himself  on  C. 
Drogoul  with,  I  wrote  to  him  that  according  to  Mantec's  Chairman  (a 
publicly  held  company  whose  stocks  were  listed  on  the  N.Y.  Stock 
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Exchange)  the  man  in  charge  of  Administration  at  BNL  NY  was 

Purposely  delaying  the  implementation  of  BNL  NY's  Electronic  Data 

Processing  System:  To  no  avail. 

-I  wrote  to  him  that  according  to  NY  Auditor's  reports  there  were 

in  the  NY  Branch  hundreds  of  accounts  that  had  not  been  reconciled 

for  years:  To  no  avail. 

-I  wrote  to  him  that  the  horde  of  BNL  personal  that  he  had  sent  to 

NY  was  behaving  in  a  manner  that  could  have  exposed  the  Bank  to 

serious  penalties  since  the  USA  are  not  Italy:  To  no  avail. 

-I  wrote  to  him  that  BNL  Officers  in  NY  were  granting  themselves 

loans  from  BNL  and  some  of  them  were  not  paying  interest  either:  To 

no  avail. 

-I  wrote  to  him  that  our  Rate  of  Return  was  dismal,  officers  were 

scratching  their  bellies  rather  than  producing  or  securing 

business,  we  could  have  doubled  our  profit  by  outplacing  85%  of  the 

workforce,  officers  were  underselling  bank's  assets  50  cents  to  the 

dollar:  To  no  avail. 

-The  Chairman  of  BNL's  Canadian  affiliate  had  submitted  his  report 

to  BNL  Rome  according  to  which  the  affiliate's  previous  G.M.  had 

been  grossly  negligent  in  granting  loans  that  had  turned  out  to  be 

total  losses  to  the  bank:  To  no  avail,  except  that  Pedde  handpicked 

that  Gen.  Mgr,  promoted  him  and  sent  him  to  manage  an  important  BNL 

foreign  Branch. 

-I  wrote  to  him  that  BNL  officers  were  postponing  without  authority 

maturities  of  loans  that  had  turned  to  be  losses  to  the  bank: To  no 

avail. 

-I  wrote  to  him  that,  according  to  the  way  that  NY  Money  Center 

Banks  were  treating  us  it  looked  like  we  were  the  boys  that  were 

supposed  to  swallow  any  deal  that  they  cared  to  dump  on  us,  however 

dismal  or  inadequately  our  profit  would  be  or  greater  our  risk,  and 

refrain  from  speaking; To  no  avail. 

I  could  have  told  Mr.  Lacey  but  he  never  asked.  On  the  other 
hand,  the  Italian  Senators  whom  I  told  the  same  thing  though  that 
they  were  "non  pertinent  personalisms" . 

I  always  wonder  why,  having  adopted  an  attitude  familiar  to 
godfathers  they  did  not  rate  my  remarks  as  not  pardonable. 

I  might  have  also  suggested  Mr.  Lacey  that  he  gave  a  closer 
look  to  the  so  called  "ratification"  by  BNL  of  the  Iraqi  loans  (the 
Geneva  agreement  of  1990) . 

You  see,  in  Italy  when  aM.D.,  aG.M.,  a  member  of  the  Board 
of  Auditors  (the  latter  being  an  official  body  covered  in  Italy  by 
the  company's  by-laws  because  it  is  first  of  all  made  mandatory)  or 
anybody  who  has  that  responsibility,  signs  a  financial  statement 
that  turns  out  to  be  false,  it  is  almost  irrelevant  whether  he 
signed  it  knowing  or  not  knowing  that  it  was  false. 

For  the  law  he  is  potentially  and  criminally  guilty  under  a 
proviso  that  is  known  in  Italy  as  "objective  responsibility". 

Now,  did  the  people  from  BNL  "ratify"  the  loans  to  cover 
themselves  from  "objective  responsibility"? 

Besides,  had  the  Gulf  War  not  happened,  wouldn't  BNL  have 
stood  nearby  to  harvest  a  crop  of  money  (Di  Vito's  Diaries  "docet": 
Commissions  up  to  8%)  thus  making  of  Drogoul  an  overnight  hero? 
After  all,  Mr.  De  Michelis  said  that  only  one  of  the  loans  to  Iraq 
had  "characteristics  of  irregularities". 
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And  by  the  way,  did  anybody  look  into  the  possibility  ("absit 
iniuria  verbis"  or  "Howy  soit  qui  mol  y  peuse")  that,  as  the 
Italian  press  extensively  rumored  in  those  days,  kickbacks  may  have 
resulted  from  the  "ratification"? 

Talking  about  the  press,  did  Mr.  Lacey  know  that  one  of  the 
most  respected  Italian  magazines  ("Business  Week"  equivalent  "II 
Mondo")  in  January,  1991,  before  the  USA  went  to  war  against  Iraq, 
published  my  picture  next  to  Gen.  N,  Schwartzkopf 's  claiming  that 
had  BNL  heeded  my  warnings,  the  good  General  would  now  begin  to 
fight  Iraq  minus  $5  billion  in  weapons?  As  we  all  know,  Mr. 
Chairman  the  figure  was  a  bit  exaggerated.  I  can  tell  you  that 
nothing  else  in  that  article  was. 

I  may  be  wrong  but  to  me  it  looks  like  Mr.  Lacey  and  the 
Atlanta  prosecutors  adopted  the  same  attitude  displayed  by  Pedde: 
They  were  selective  readers  and  listeners. 

By  contrast,  good  bankers  try  to  read  everything  that  is 
meaningful. 

Let's  hope  that  the  demand  for  their  services  which  has  given 
extremely  thin  during  the  last  15-20  yrs.  goes  up  to  more  decent 
levels. 
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8.  Plaas*  conment  on  tha  Italian  governaant's  usa  of  BNL-Atlanta  to 
financa  tha  aala  of  military  hardwara  such  as  Sldawindar  alssllas 
and  attack  hallcopters. 

To  the  best  of  my  recollection  I  did  not  have  any  knowledge  of 
the  sidewinder  transactions  until  I  read  about  them  in  press 
exports  or  transcripts  of  the  current  Italian  Senate  committee 
hearing. 

The  contents  of  hearing  transcripts  /  12-13-14-15-16  madce 
interesting  reading,  with  the  names  of  Messrs.  Drogoul  and 
Vincenzino  among  others  continuing  to  surface  whereas  one  of  the 
Senators  wonders  loudly  whether  Mr.  Vincenzino  is  a  US  intelligence 
agent . 

It  has  come  as  a  surprise  to  me  that  Mr,  Drogoul,  in 
corresponding  with  the  Italian  Military  Air  Force  attache  in 
Washington  D.C.  used  to  send  a  copy  of  the  correspondence  to  Mr. 
Vincenzino  at  BNL-New  York  (Hearing  #12;  August  4,  1993).  Not  to 
me.  Seemingly  this  was  taking  place  between  March  1988  and  July 
1989.  Since  I  never  instructed  Drogoul  to  follow  that  or  any  other 
procedure  nor  did  Mr.  Vincenzino  ever  bother  telling  me  about  it  or 
the  relative  transactions,  I  wonder  who  told  the  two  gentlemen  to 
liaise  on  the  Sidewinder  supply  (or  spare  parts  thereof) . 

While  still  at  a  desk  job  at  H.O.  Rome,  Mr.  Vincenzino  was 
accompanying  to  Washington  D.C.  managers  of  the  Italian  Defense 
Department. 
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9.   What  ia  your  Icnovledge  of  BNL's  relationship  with  the  Bank  of 
Credit  and  Commerce  International  (BCCI)7 

As  for  a  connection  between  BNL  and  BCCI  I  will  say  a 
distinction  is  in  order  between  BNL  as  an  institution  and  BNL's 
people  who  had  a  penchant  for  shaky  deals. 

On  December  25  (i.e.  the  twenty-fifth  day  of  December)  1975 
when  I  was  G.  Pedde's  deputy  in  Geneva  I  was  approached  by  Prof.  A. 
Ferrari,  his  mentor  and  the  then  BNL's  Managing  Director  who  had  to 
resign  in  shame  in  1981  because  of  his  affiliation  with  Lodge  P2  an 
illegal  lodge  in  Italy  (still  under  criminal  investigation  after  12 
years)  the  existence  of  which  so  much  shame,  sorrow  and  death  has 
befallen  on  that  most  unfortunate  country. 

On  account  of  my  foreign  experience  which  by  then  already 
spanned  over  14  years,  Ferrari  asked  me  to  go  to  the  Gulf  area, 
specifically  the  Emirates,  Iman,  and  whatever  was  left  of  Beirut, 
Lebanon  to  explore  the  possibility  that  BNL  plant  there  a  merchant 
bank  in  partnership,  as  he  put  it,  with  a  group  of  BNL  friends. 

I  toxired  the  area  for  one  month  and  when  I  reported  back  to 
Ferrari  I  informed  him  that  of  the  people  whom  I  had  met  were  his 
friends  (Pakistani  nationals  connected  to  BCCI)  I  was  the  wrong  man 
to  lead  the  joint  venture  and  he,  Ferrari,  and  to  look  someplace 
else  for  a  different  man. 

I  understand  later  that  in  order  to  be  close  to  the  same 
people,  Ferrari  and  A.  Florio  (a  man  Ferrari  had  handpicked  to 
become  the  next  boss  of  BNL's  International  Division)  were 
organizing  a  BNL  financial  affiliate  in  Luxembourg,  which  I  had  no 
part  whatsoever  into. 

According  to  G.  Pedde's  testimony  to  the  Italian  Senate  in 
January  1991,  their  affiliate  "almost  exhausted  at  one  point  BNL's 
borrowing  capacity  from  the  market".  Nobody  was  fired.  Not 
surprisingly  Luxembourg  had  been  chosen  by  the  Italian  Socialists 
as  the  place  of  incorporation  of  their  "Bank"  where  most  of  the  big 
kickbacks  were  stashed  away. 

Since  Ferrari  was  a  close  friend  of  R.  Calvi's,  the  Chairman 
of  the  Board  of  Banco  Ammesiano  who  has  suicided  under  the  Black 
Friar's  Bridge  in  London  (I  believe  in  1981) ,  he,  assisted  by  A. 
Florio,  was  able  to  put  on  the  books  of  BNL's  affiliate 
"Capitalfin"  (a  company  organized  with  the  Italian  "elite"  like 
Banco  Abrosiano)  deals  that  invariably  lost  money.  Only  BNL's.  In 
those  days  "Capitalfin"  was  managed  by  Ferrari's  handpicked 
president  A.  Caloni  who  then  went  on  to  replace  Msgr.  Marcinkus  (a 
friend  of  M.  Simolema's  and  R.  Calvi)  at  the  helm  of  the  Vatican 
Bank,  presently  the  subject  of  an  Italian  "Rogatory"  for 
channelling  money  allegedly  used  for  political  kickbacks.  Other 
than  that  it  has  to  be  said  that  the  relationship  with  BCCI  and 
people  like  Garth  Pharaon  and  Marc  Rich  were  exclusive  domain  of  A, 
Ferrari,  A.  Florio  and  A.  Conzara. 

The  "Di  Vito  Diaries"  mention  (August  5,  1991)  that  Bangue  de 
Commerce  et  du  Placements-Geneva,  Switzerland  (the  president  of 
which  used  to  be  Zurich  BNL's  Lavoro  Bank  A.G.'s  President  A. 
Hortman) ,  was  previously  owned  by  ENI  Rome. 

ENI's  foreign  subsidiaries  were  usually  managed  by  one  F. 
Fiorissi  who  later  went  on  his  own  to  land  in  jail,  according  to 


177 


published  reports. 

Domestically,  Enimont,  Milan  landed  in  the  newspapers  when 
people  like  R.  Gardini  and  Cagliari  committed  suicide  (or  so  the 
story  went)  over  the  Ferruzzi  Group  involvement  in  "Operazione  Mani 
Pulite"  (Clean  Hands  Operations) . 

Another  BNL  relationship  closely  followed  by  A.  Florio   A 
Lanzara,  G.  Sartoretti  and  A.  Costa  was  B.A.I.I.'s,  also  to  be 
found  in  the  "Di  Vito  Diaries". 
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(7)     20.   ^ML'''bOARD<OP  DIRECTORS  JANUARY  7,  1988*  RESoiuTION.^ 

(U  iOn  January  7,^1988,  the  BNL  Board  of  Directors  passed  a 

/^  resolution  fn  reaction  to  the  [the  Atlanta  affair  J .  The  Board 
^^  decided  to  restructure  the  functions  and  authority  of  the  North  and 
Central  American  Area  Management  to  "avoid  overlapping  in  the 
bank's  foreign  structures  and  to  enhance  coordination  between 
strategic  choices  and  market  development  for  the  entire  BNL  Group." 
(See  document  49,  report  to  the  Board  of  Directors,  January  7,  1988 
meeting. ) 


(S> 


Q 


This  change  was  meant  to  be  experinental  (therefore  subject  to 
change)  with  a  view  toward  expansion  into  other  existing  or  future 
Areas. 

A  resolution  to  create  the  North  and  Central  American  Area  was 
passed  by  the  Board  of  Directors  on  September  9,  1981.  The 
geographical  area  was  limited  to  the  US,  Canada  and  Mexico.  The 
Board  also  set  restrictions  for  the  Area  Management  on  authority  to 
issue  credit  in  the  branches  operating  in  these  areas.  (Later,  on 
10/21/82  the  Board  of  Directors  further  specified  functions  and 
responsibilities. ) 

ffhe  January  7,  1988  resolution  established: 

a.   Responsibility  and  Authority.        ^ 

North  and  Central  American  Area  Managen^t  fas  responsibility 
over  branches  in  the  US,  Canada  and  Mexicc(^h)d  is  located  in  the 
same  building  as  the  New  York  branch ^^North  and  Central  American 
Management  consists  of  a  Director^'hc(^LB  the  Bank's  senior 
representative  in  the  area  emd'i^  the  operational  coordinator  for 
the  entire  BSL  Group  (the  iank  and  its  Affiliates.)  /Proper 
implementation  of  strategic  decisions  is  thus  assured. 

The    Area    Manager    is^jflbrectly    responsible    to    the    General 
Manager.     From  a  functional  point  of  view,  he^)>n^lj|B(pnts  the  credit 
guidelines  coordinated  with  the  Central  Offices ^fl^o  fulfill  his~ 
duties,  he  has  several  assistants.    The  number  of  assistants 
depends  on  the  annual  expense  budget. 

Should  the  Area  Manager  be  absent  or  unable  to  fulfill  his 
dutie^^\the  New  York  bremch  Director  willv  be  responsible. 

Within  his  geographical  area,  the  Area  Manager: 

(jT^  -  protects  the  Group's  interests,  promotes  its  image  and 
coSrdinatea't^ts  activities  by  keeping  high  level  contacts  with 
Government Sftid  monetary  authorities,  transnational  organizations 
(especially  financial)  ,  political^pdeadership  and  the  principal 
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^  (^ 

multinational  corporationsS-^uch  activities  will  be  conducted fe? 
the  most  prop«r  ways  and  means  according  to  the  decisions  and/or 
tecommendations  made  by  the  appropriate  central  offices; 

-  recommends  strategic  choices  to  the  appropriate  central 
offices.  Depending  on  the  market  situation,  heQJfacommendsfwhat 
actions  the  BML  Group  should  be  taken  or  emphasized  with  the  goal 
of  increasing  harmonious  interaction; 

(fSy-    •tudi««  and  negotiates  budget  proposals  'for  the  various 
GrlTCp  unittSfcjder  his  jurisdictiontf  One  of  the  goals  is  to  assure 
consisteni^lmong  the  approaches  defined  by  the  appropriate  central 
xoffices; 


_  ■ONtO/ii  the  activities  of  the  various  Group  units  ana 
/?Tt\  «!*«ur«»  tnt,.  theL/rv;tions  undertaken  by  each  unit  Jjead  are 
\2y\  ebnsistent  with  tK^l^l*  ••*  in  the  negotiated  budgets  ^In  order 
/  2.^  to  do  this,  he  has  access  to  specif  <"  ipf»T-^»f  i»r.  ./ti-^h  npnn  wirfi 
LJ»«V  j\.. Lj_k_ fc_.i  ^ffi~^~  . 


© 


^ 


-  ■ONtO/ii  the    activities    of    the    various    Group    units    and 
res  tnt,.     the/rjctions  unde 
Lstent  with  tK«^»*l«  ••t   in 

^3   this,  he  has  access  to  spec 
the  appropriate  central  offices; 

O     -  presents  the  Group's  policies  when  asked  to  participate  in 
the  Affiliates'  Board  of  Directors'  meetings. 

Furthermore  >^*i  far  as  BKL  branches  in  the  US  only  are 
concerned,  the  Manager  for  the  Nprth  and  Central  American  Area 
chairs: 

-  the  Credit  Committee  to  review  credit  line  proposals  which 
exceed  the  individual  branches'  authorifcf-  [The  Manager]  approves 
proposals  which  fall  within  the  Area 'Ojbrisdict ion  as  authorized 
by  the  Board  of  Directors  and  forwards  those  proposals  for  amounts 
exceeding  that  authorization  to  the  appropriate  Central  Office  when 

^A approval  is  expected. 


® 


-  the  Expense  Committee  to  review  proposals  which  exceed  the 
individual  branches  authority.  [The  Manager]  makes  a  decision  on 
proposals  which  fall  within  the  Area •  ^J^urisdiction  as  authorized 
by  the  Board  of  rii^mnmr-^  and  forwards  proposals  for  amounts  • 
ey^eedlna  that  <iutnot i.«a(.xoii  to  the  appropriate  Central  Office  when 
^approval  is  expected. 


The  Cudit  Committee  is  composed  of: 


-  The  Area  Manager,  or  the  New  York  Branch  Manager  in  his 
absence  or  incapacitation; 

-  The  New  York  Branch  Manager  or  the  head  of  the  Commercial 
Department  in  his  absence  or  incapacitation; 

-  The  head  of  the  New  York  branch  Commercial  Department  or  by 
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whoever  replaces  him  in  his  absence  or  incapacitation; 


-  The  head  of  the  New  York  branch  Financial  Department  or  by 
whoever  replaces  him  in  his  absence  or  incapacitation; 


ds). 


OJ  Approval  will  b«  giveri*^y  the  -Area  Manager,  or  by  whoever 

replaces  him  in  his  absence,  with  the  Consensus  of  at  least  two 
additional  members  or  acting  members,  ""j^ 

The  Expense  Committee  is  made  up  of: 


-  TheTurea  Manager  or  the  New  York  Branch  Area  Manager  who 
replaces  him  in  his  absence  or  incapacitation; 

-  The  New  York  Branch  Manager  or  the  Commercial  Department 
head  who  replaces  him  in  his  absence  or  incapacitation; 

-  The  head  of  the  New  York  Branch  Commercial  Department  or 
whoever  replaces  him  in  his  absence  or  incapacitation; 

-  The  head  of  the  New  York  Branch  Financial  Department  or 
whoever  replaces  him  in  his  absence  or  incapacitation; 

-  The  head  of  the  New  York  Branch  Administrative  Department  or 
whoever  replaces  him  in  his  absence  or  incapacitation. 

\^y)  Approval  will  be  given  by  the  Area  Manager,  or  by  his 

replacement  in  his  absence,  with  th^fjconsensus  of  at  least  two 
additional  members  or  acting  members. \^ 

The  Area  Manager  wil^also  approve.  Upon  the  New  York  Branch 
Manager's  recommendation j''?7^ 

hiring  *ot  local  staff  whose  numbers,  salaries,! 
qualifications  and  benefits  which  have  been  previously  agreed  upon 
with  the  appropriate  Central  Office  (Personnel) .  The  latter  will 
be  informed  of  the  hiring; 

& 

-  proposals  ^^^Jsttitt^d  to  the  appropriate  Central  Office 

concerning  career  decisions  or  any  other  decision  affecting 
personnel;^--.  ,,-. 

-  anytransfer  of  personnel  among  BNL  branche»^operating  in 
the  Area. 


(S> 


(The  Area  Manager  is  also  responsible  for  forvarding  requests 

concerning  BNL  personnel  (with  an  Italian  contract)  on  assignment 
to  branches  operating  in  the  Area  to  the  appropriate  Central 
Office. 
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Expense  documents  relative  to  the  Area's  functions  will  be 
forwarded  monthly  to  the  New  York  Branch's  Administrative 
Department  which  in  turn  forwards  them  to  the  Groups'  individual 
operating  units  for  which  the  activity  is  being  conducted.  This 
will  be  done  according  to  principles  of  authority  established  by 
the  Area  itself. 


b.   Mew  TorkJ|c^ch  Kfsponsiblllty  and  Authority. 

The  Sew  Yo^'^ranctt  "^yTfhe  -Head  Branch  for  all  the  Bank's 
branches  and  thd^ffices.  9I  Representation  operating  in  the  North 
and  Central  American  Area.  The  New  York  Branch  is  also  responsible 
for  coordinatinc^roduction,  finances  and  administration. 


The  New  York  Branch  is  divided  in  three  Departments: 

-  Commercial 

-  Financial 

-  Administrative.  ,x — s 

Each  Department  has  a  Department  Head  who  is  rasponsibl*  to 
the  Branch  Manager. 

Branch  Management  is  composed  of  the  Manager  and  the  three 
Department  Heads.  /— v  ,,-.. 

The  Branch  Manager,  who  isfrcsponsibl*  to  the  Ar«a  Manager,  is 
replaced  by  the  Commercial  Department  Head  in  case  of  absence  or 
incapacitation.  -. 

In  particular  the  Branch  Manager  has  4-  the  following 
responsibilities^^is  i   vis  the  individual  branches: 

(£> 

-  guides  "^the  activities  of  the  operational  Departments, 
monitors-^iMri(-.^^i*nds  and  management  in  general;    t^^ 


-  -guides     and     coordinates     management     of     the     individual 
branches ; 

-  kj^ccmmmnOf  th«  branches '  ana  che  individual  operating  units ' 
annual  midget  to  Area  Management.   He  verifies  Whether  thenBu^et^ 
is  consistent  vitt).^e  decisions  made  and  the  goals  assignad  by  the 
Area  Manager;  <fM^ 

-  monitors  the  cost/benefit  relationship  for  individual 
services  with  the  overall  goal  of  containing  expenses  rigorously. 

-  with  the  approval  of  the  appropriate  Central  Office  he  may  also  use 
17  "Contractors  should  they  be  more  cost  effective; 
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-  recommends  hiring  of  local  staff  to  Area  Management  along 
with  anytype  of  career  decision ''including  transfers  acffecting  the 
Hew  York  branch  and  all^ branch^ personnel;-     ' 

-  submits  all  proposals  exceeding  limits  authorized  for  the 
Branch  by  the  Board  of  Directors  to  the  Credit  Committee  and  the 
Expense  Committee  of  the  Area.  /''^       ' 

Within  the  New  York  Branc!r^bar».-.-4a.'.«npS{31'Q'ng'D«par^ 
which  makes  use  of  the  Branch's  facilities.'  |The  haiditinq 
Department  reports  to  the  Inspectorate  and  Security  Office  of  the 
Central  Office.  The  Central  Office,  the  Area  Manager  or  the  Branch 
Manager  may  task  the  Auditing  Department  with  conducting  occasional 
and  periodic  audits  and  inspections  either  at  the  Branch  itself  or 
at  the  other  bank  branches.  Upon  the  GeA^-al  Manager's  or  Area 
Manager's  request,  the  Auditing  Department><e«rr.66nduct  inspections 
and  audits  even  at 'other  BNL  Group 'sOaranches 'operating  in  the  Area 
unles^  third  party  rights  or  local  laws  are   iapingad. 

Credit  line  and  expense  proposals  which  fall  within  the  limits 
established  for  the  New  York  branch  by  the  Board  of  Directors  must 
by  examined  and  decided  by  the  Credit  Committee  and  the  Expense 
Committee  of  the  branch  itself.  These  are  presided  over  by  the 
Manager  or  his  replacement  in  his  absence  or  incapacitation. 

The  Credit  Committee  is  composed  of  the  Branch  Manager  and  the 
Heads  of  the  Commercial  Department  and  the  Financial 

Department,  or  their  replacements  in  their  absence  or 
incapacitation.  The  decisions  will  b^raade  by  the  Branch  Manager 
(or  whoever  is  replacing  him)  with  th^4|}oint  approval  of  at  least 
one  other  member  (or  his  reaiacement . ) 

e.  The  aain  ebaraotertftlQ  of  the  three  Departments,  which 
constitute  the  structure  of  the  Brancrfjns  that  they  fall  under  the 
authority  of  the  Branch  Manager  who  is  himself  responsible  to  the 
appropriate  central  office  fuijctionally;  CflJN 

d.  TbvHfranches  [which  ^a^.!  under  the  Mew  York  Branch]  are 
structured  the  same  way  as  the  New  York  Branch  (one  Manager  and 
three  Department  Head^) :  .^ 

-  the  indivlduAx  gcaaeS^  ManagersV^s  raspoaaibl*  to  the  Mew 
York  Branch  Manager;  * 

^-^  the  Department  Heads  are  responsible  to  their  Manager  and 
functionally  to  their  counterparts  in  the  corresponding  Department 
of  the  New  York  Branch ; 

-  the  Branch  Managers  are  replaced  by  the  Head  of  the 
Commercial  Department  in  case  of  absence  or  incapacitation. 
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Within  eacft~^ranch  and  within  the  limits  of  authority 
established  by  the  Board  of  Directors,  a  Credit  Committee  and  an 
Expense  Committee  are  established  whose  functions  and  powers  are 
the  same  as  those  established  for  the  New  York  Branch.  Each  branch 
will  keep  a  copy  °fo£h«  [Signature]  Book. 

•.  The  heads  of  the  representative  offices  which  operate  in 
the  North  and  Central  American  Area  report  to  the  New  York  Branch 
Manager  and  functionally  to  the  heads  of  each  Department 
(Commercial,  Financial  and  Administrative)  of  the  respective  branch 
for  individual  issues  of  authority. 

The  report  has  an  attachment  which  summarizes  the 
authorization  limits  for  active  operations.  The  attachment  is 
reproduced  below  to  give  a  precise  idea  of  the  exact  amounts 
authorized  for  the  North  and  Central  American  Area  and  its 
affiliates. 


Credit  lines  above  the  amounts  shown 
authorized  by  the  Central  Office. 


below  had  to  be 


Credit  line 
unit  limits 

North  & 
Central  Am. 
Manager 

New  York 
Branch 

Atlanta, 
Chicago, 
L.A.,  Miami 
Branches 

10  Category 

5,000 

(ex  1,000) 

1,000 
(ex  300) 

500 

(ex  150) 

2  0  Category 

10,000 
(ex  2,000) 

2,000 
(ex  600) 

1,000 
(ex  300) 

3  0  Category 

15,000 
(ex  3,000) 

3,000 
(ex  900) 

1,500 
(ex  450) 

4  0  Category 

20,000 
(ex  4,000) 

4,000 

(ex  1,200) 

2,000 
(ex  600) 

Maximum  for  each 
client 

25,000 
(ex  5,000) 

5,000 
(ex  500) 

2,500 
(ex  750) 

(Amounts  expressed  in  Thousands  of  US  Dollars  or  equivalent) 

The  resolution  was  followed  by  a  letter  dated  January  25,  1988 
sent  by  General  Manager  PEDDE  to  the  Area  Manager  SARDELLI  to  ask 
the  latter  to  draft  the  by- lavs  based  on  the  fraaevork  established 
for  the  areas  and  the  Central  Office. 


In  giving  instructions  on  the  framework  of  the  by-laws,  the 
General  Manager  indicated  that  "cooperation"  between  operating 
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units  and  the  bank's  central  management  was  the  best  way  to  achieve 
"smooth  integration  of  the  structures  with  the  primary  goal  of 
meeting  the  most  important  rec[uirement,  that  is,  to  satisfy  the 
market".  Furthermore,  he  emphasized  that  it  was  necessary  to 
regain  momentum  and  the  know-how  to  keep  up  with  the  innovative 
process".  This  is  based  on  the  observation  that  no  one  "better 
than  we  can  identify  the  bank's  needs  and  satisfy  them". 

Finally,  keeping  in  mind  what  has  just  been  highlighted,  PEODE 
made  the  following  observations  on  general  principles  and  planning: 

-  The  creation  of  Peripheral  Areas  is  based  on  the  [above] 
and  the  commitment  required  must  be  made  consistent  with  the 
commitment  to  seek  new  models.  For  this  reason,  the  Peripheral 
Areas  have  been  placed  directly  under  the  central  office,  just  like 
the  central  areas". 

"The  Are*  Manager  has  the  priae  raapeaaitollity,  with  broad 
proBotioaal  and  BaaagaBeat  authority,  aad  la  la  direct  ooataet  with 
the  bank's  oeatral  Baaagaaeat  to  wboa  he  is  diraotly  respoaaibl*. 
Within  the  Area  and  within  the  limits  set  by  the  regulations,  thera 
is  ample  room  [for  managerial]  initiative  in  rxinning  the  bank's 
peripheral  operations.  This  does  not  apply,  however,  to  overall 
initiatives  in  the  bank's  area  of  authority.  There  is  also  rooa 
at  the  decision-making  level  despite  specific  limits  (credit  lines, 
expenses) .  The  manager  makes  decisions  based  on  his  discretion  and 
ability." 

-  **The  Area  llaaagar  aost  raaaia  aoeesaibl*  [and]  b«  the  only 
authority  to  vhea  his  uaita  report  so  as  to  avoid  the  costly  aad 
oftea  unproductive  recourse  of  the  latter  to  th*  caatral  offices  to 
the  extant  possible.  Liaison  with  the  central  offices  must  be 
maintained  by  the  area  manager  who  in  this  way  will  be  at  the  same 
decision-making  level  [as  the  Central  Office]  and  will  be  able  to 
offer  solutions  in  real-time." 

-  "Continuous  steps  must  be  taken  to  assure  that  area 
structures  operate  freely  without  excess  bureaucracy  and 
indecisiveness.  Relations  among  staff  must  be  based  on  the  utmost 
cooperation  and  decision  making  collegiality  with  a  respect  for 
respective  roles  and  regulated  operating  authority.  Everybody  must 
feel  that  he  is  a  necessary  part  of  an  harmonious  process  and  must 
be  suitably  encouraged  and  valued  for  his  contribution.  A  sense  of 
motivation  must  be  instilled  anc  maintained  in  everybody  by 
establishing  and  enforcing  the  best  rules  of  behavior  of  team 
discipline. " 

-  "The  market  in  your  Area  is  almost  unlimited  in  size.  It  is 
essential  to  seek  out  the  weakest  segments  to  contain  costs:  avoid 
inefficient  programs,  concentrate  on  more  limited  areas  and  zones 
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in  order  to  analyze  them  more  effectively  and  assess  possible  gain 
and  organize  initiatives  so  that  the  subsystem  of  offices,  branches 
and  affiliates  does  not  become  self-governed  with  inefficient  and 
unorganized  actions.  Encourage  staff  to  be  perceptive  and 
practical  so  as  to  develop  professional  attitudes  in  keeping  with 
the  overall  goal." 


-  **Xrea  Management  therefore  sees  itself  like  a  eeatral 
■aaagement  lialted  ia  siie  to  vhieb  the  various  centers  of 
authority  should  look  to  for  orientation  and  self-government. 
Proper  integration  should  be  achieved  through  the  area  oommittee. 
Zf  the  atrueture  is  defective,  it  is  up  to  the  men  who  command  it 
to  make  the  neoessary  oorreotions,  adjustments  and  changes:  but  it 
is  the  men  who,  in  companies  like  ours  which  provide  a  service, 
determine  the  results  and  the  blueprint  for  the  company." 

Within  this  context  and  keeping  in  mind  the  reorganization 
described  above  which  highlights  Area  staff  qualifications  and, 
professional  commitment,  a  reminder  is  in  place  concerning  MISASI. 
The  latter  was  the  New  York  Branch  Manager  operating  in  the  North 
and  Central  American  Area,  from  January  1988  until  January  198$. 
(when  he  was  replaced  by  VECCHI)  .  During  his  July  25,  1991 
testimony  to  the  Committee,  Misasi  admitted  that  he  did  not  know 
English.  It  was  only  when  he  was  appointed  to  New  York  that  he 
made  an  effort  to  learn  English.  This  was  confirmed  by  PEODE 
during  his  January  23,  1991  hearing  to  the  Committee.  PEDDE 
emphasized  that  when  MISASI  arrived  in  New  York  on  January  5,  1988 
"he  did  not  know  any  English  and  was  forced  to  study  it  on-site". 

Another  reminder  that  VECCHI,  the  New  York  Branch  Manager  from 
January  1989,  also  refused  to  supervise  area  branches  and  left  this 
task  to  the  Area  Manager.  He  himself  stated  this  to  the  Senatorial 
Committee.  He  explained  his  behavior  by  saying  that  the  January  7, 
1988  BNL  Board  of  Director's  resolution  was  not  followed  by  the 
necessary  implementing  instructions.  Furthermore,  Vecchi  stated 
that  he  was- completely  absorbed  by  the  commitments  related  to  the 
reorganization  of  the  New  York  Branch  which  could  not  be  put  off. 
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pp.  204-211 


1.  The  Corporate  Resolution  changing  the  structure  of  the 
N. A. Area  is  dated  Jan.  20,  1988  rather  than  Jan.  7. 

2.  Since  the  "Atlanta  Affair"  began  Aug.  4,  1989,  clearly  the 
resolution  was  not  adopted  "in  reaction  to  the  Atlanta  Affair" 

3.  The  statement  "This  change  was  meant  to  be  experimental...." 
is  utterly  untrue. 

4.  To  which  all  units  displayed 

5.  refer 

6.  and  identifies  itself  with  its  Manager 

7.  perform  functions  of  high  level  representation  and  operative 
coordination  for  the  whole  BNL  Group  (my  note:  i.e.  the  Bank 
proper  on  the  one  hand  and  its  affiliates  on  the  other)  thus 
assuring  the  proper  implementation  of  the  strategic  guidelines 
given  to  him. 

8.  hierarchically  answerable  directly 

9.  operates  along  lines  mutually  agreed  upon  with  the  appropriate 
Central  functions  within  limits  pro-tempore  governing  topics 
such  as  expenses  and  granting  credit  facilities  to  customers 

10.  In  order  to  discharge  his  responsibilities  he  avails  himself 
of  assistants  the  number  of  which  will  be  mutually  agreed  upon 
when  the  annual  budget  is  negotiated  (my  note:  for  1988  and 
1989  the  number  of  assistants  was  1  -letter  H.O.  10/27/88) 

11.  same  will  be  discharged  by  the  New  York  Branch  Manager 

12.  Takes  care  of 

13.  its  initiatives 

14 .  and 

15.  prominents 


16. 


along  lines  deemed  appropriate  either  out  of  his  own 
initiative  and/or  the  inputs  of  the  competent  Central 

■f  iinr^l"  1  one  . 


functions 


17,  suggests  what  course  of  action  would  be  advisable  to  undertake 
or  intensify  at  Group  level,  also  in  order  to  activate 
eventual  synergies 


/ 
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18.  Analysis 

19.  Submitted  by 

20.  of  his  Area,  in  order  to  insure  their  reciprocal  coherence  the 
guidelines  issued  by  the  competent  cultural  function 

21.  is  vigilant  so 

22.  coherent 

23.  objectives  approved  when  the  budget  was  negotiated 

24.  My  note:  The  "specific  information"  never  materialized 

25.  interprets  the  philosophies  and  strategies  adopted  by  the 
Group,  in  the  Affiliates  Board  of  Directors  of  which  he  is  a 
member 

26.  with  reference  to  the  activities  of  the  USA  Bank  units  only, 
the  Regional  Mgr.  of  N  i  C  America  Chairs: 

27.  Sending  limits 

28.  he  deems  advisable  to  express  a  favorable  opinion  thereon 

29.  The  Regional 

30.  The  resolution  will  be  adopted  by  the  Regional 

31.  concurrence 

32.  the  Regional  Mgr.  will  also  resolve  on: 

33.  ranks, 

34.  To  be  submitted 

35.  change  in  the  deployment 

36.  Units 

37.  It  is  also  up  to  the  Regional  Manager  to  submit  to  the 
competent  Central  Dept.  the  relevant  proposals  concerning  any 
action  relative  to  BNL  personal  of  the  "Italy  payroll" 
deployed  with  the  Affiliates  active  in  the  Area 

38.  Those  expenses  while  objectively  cannot  be  allocated  to  other 
units  will  be  born  by  the  N.Y.  Branch 

3 8. a)     tzJces  on  the  responsibility  of 

39.  Representative 
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40.  their 

41.  Hierarchically  answerable 

42.  Regional 

43.  among  others 

44.  also 

45.  risks  and  generally  follows  management  activities 

46.  Submits  to  the  Regional  Management  the  annual  budget  of  the 
Branch  and  those  of  the  Units  who  report  to  the  N.Y.  Branch, 
verifying  their  coherence  in  relation  to  the  decisions  adopted 
and  the  targets  given  by  the  Regional  Manager 

47.  outside  service  suppliers 

48.  as  well  as  career-affecting  decisions  including  transfers  of 
N.Y.  Branch  personal  as  well  as  the  reporting  Units' 

49.  and  availing  itself  of  the  Branch's  facilities,  operates  the 
Auditing  Dept.  who  is  answerable  to  the  Central  Auditing  Dept. 
of  the  Rome  Headguarters 

Upon  instructions  of  the  Central  Auditing  Dept.  or  the 
regional  Mgr.  or  the  NY  Branch  Mgr.  it  carries  on  inspections 
and  occasional  and  periodic  verifications  either  in  the  N.Y> 
Branch  or  the  Units  reporting  thereto. 

50.  will  conduct  inspections  and  verification  also  at  BNL  Group 
Affiliates  established  in  the  Area,  unless  prevented  by  third 
party  rights  or  local  laws 

51.  concurrence 

52.  The  Expense  Committee  is  comprised  of  the  Branch  Mgr.  and  the 
Heads  of  the  Commercial  Financial  and  Administrative  Dept.'s 
(or,  in  the  of  their  absence  or  incapacitation,  by  their 
Alternates)  and  the  resolutions  will  be  adopted  by  the  Branch 
Mgr.  (or  his  Alternate)  with  the  concurrence  of  at  least  TWO 
other  members  (or  their  alternates) 

53.  and  are  to  be  articulated  in  the  relative  operating  manuals 

54.  however,  among  other  functions,  duties  and  responsibilities. 
The  Commerce  Dept. 

-coordinates  the  allocation  among  the  various  operating  units 
of  "tranches"  of  credit  lines  to  customers  assigned  by  the 
competent  Central  function,  when  possible  abiding  by  eventual 
preferences  expressed  by  the  customers 

The  Financial  Dept. 

-coordinates  the  allocation  among  the  various  operating  units 
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of  "tranches'*  of  credit  lines  to  Correspondent  Banks  assigned 
by  the  Competent  Central  Function,  taking  into  account  the 
operating  capabilities  of  each  unit. 

-keeps  assiduous  contacts  with  the  competent  central  function 
who  is  entrusted  with  the  task  of  addressing  the  Units,  in 
compliance  with  the  Regulation  of  Central  Functions  presently 
in  force. 

The  Administrative  Dept. 

-It  is  hierarchically  answerable  (like  the  other  Dept.)  to  the 
Branch  Mgr . ,  liaises  constantly  and  directly  with  the 
competent  Central  functions 

-issues,  in  agreement  with  the  competent  Central  functions, 
procedural  regulation,  and  related  operating  manual,  for  all 
the  offices  of  all  the  units  that  report  to  the  Branch.  In 
addition  and  in  order  to  under  the  texts  uniform  and  make 
possible  economies  of  scale  it  generates  all  forms  for  all  the 
offices  of  the  Branch  and  the  units  reporting  thereto. 

-it  handles,  in  agreement  with  the  competent  central 
functions;  its  own  recording  procedures  as  well  as  those  of 
the  other  reporting  Bank  units  and  the  compilation  of  periodic 
statements  or  reports  along  homogeneous  lines  that  take  into 
account  also  the  particular  procedure  required  by  Fiscal  (Tax) 
&  Central  Authority  both  American  and  Italian 

-it  assures  through  the  EDP  Center,  the  most  effective 
management  of  the  information  and  data  procuring  systems  of 
the  Branch  as  well  as  the  reporting  units' 

55.  reporting 

56.  of  the  reporting  Branches  are  hierarchically  answerable 

57 .  Their 

58 .  reporting 

59.  "Libio  Fidi"  i.e.  the  record  of  credit  facilities  approved 
within  their  lending  limits 

The  so  called  10/25/88  Pedde  directive  to  Sardelli  is  at  best 
an  exercise  in  diplomacy:  on  a  neutral  level  it  supports  that 
Pedde,  like  in  the  case  of  the  Luchaire  affair  for  which  the  Venice 
Court  sentenced  him  to  a  four  year  jail  term,  never  had  the  time  to 
read. 

Board  Resolution  10/20/88:  at  worst  it  tries  to  subvert  from 
the  very  beginning  the  dictates  of  the  a/m  Resolution  since, 
contrary  to  the  prescriptions  of  the  latter,  which  authorizes  the 
NY  Branch  Mgr.  and  its  Dept.  Heads  to  directly  liaise  with  the 
H.G.,  Pedde's  directive  wants  Sardelli  to  be  the  only  link  between 
the  units  of  the  Area  and  H.O.  Depts.  The  underlying  philosophy 
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seems  to  be  "Even  if  the  structure  were  defective  it  is  up  to  the 
men  who  manage  it  to  adopt  the  necessary  rectifications,  the 
corrections  and  the  modifications" .  Like  taking  the  law  in  your 
hands . 

Aside  from  the  pitiful  attempt  made  by  the  translator  to 
rewrite  it,  Pedde's  directive,  among  many  other  questionable 
attempts  at  twisting  the  Board  Resolution, 

-Totally  disregards  the  contents  of  Sardelli's  letter  December  27, 
1987,  by  which  the  latter  advised  that  because  of  the  situation  he 
found  in  the  Area  on  his  arrival  July  18,  1987,  the  man  whom  they 
(Pedde  and  the  H.O.)  were  sending  as  the  Mgr.  of  the  NY  Branch  (an 
incompetent  non-English  speaking  person)  Sardelli  did  not 
anticipate  being  able  to  implement  Board  Resolution  1/20/88  in  less 
than  twelve  months;  if  the  MD  did  not  like  the  idea  he  could  have 
replaced  Sardelli  anytime  in  Jan.  88  or  thereabouts. 

-as  any  perfunctory  examination  will  disclose,  the  three  page 
"directive"  is  on  mimeograph  sent  to  all  Regional  Mgrs;  the  one 
sent  to  Sardelli  differs  from  the  others  only  as  to  the  date,  the 
name  of  the  addressee,  the  first  sentence  and  the  last  six  words. 
Even  the  signature  is  not  an  original. 

It  thus  ignores  that  by  now  Sardelli  is  the  only  Regional  Mgr. 
(out  of  three)  in  the  whole  bank  whose  staff  consists  of  two  people 
(himself  and  an  executive  secretary)  and  whose  structure  does  not 
include  any  longer  the  operating  units  which  are  now  under  the 
direction  of  the  NY  Branch  Mgr. 

-it  also  ignores  that,  because  of  the  anomalous  structure  of  the 
N.Y.  Regional  Management,  as  compared  to  all  other  Regional  Mgts. 
where  the  Regional  Mgr.  is  also  the  Mgr.  of  the  Mother  (Head) 
Branch,  the  10/20/88  Board  Resolution  places  the  complication  of 
the  "Operative  Internal  Regulations"  not  on  Sardelli's  shoulder's, 
where  Pedde  would  like  it  to  be,  but  on  those  of  the  N.Y.  (Head) 
Branch  throughout  its  Administrative  Division  and  the  Central 
(Rome)  Administrative  Dept.  with  whom  the  former  is  entitled  to 
liaise  directly  in  accordance  with  the  contents  of  the  Board  Resol. 

-it  ignores  that  in  March  88,  Sardelli  was  told  by  D'Addosio  (one 
of  the  present  MD's)  that  there  were  no  "H.O.  Internal  Regulations" 
that  anyone  could  report  to  for  inspiration.  D'Addosio's 
suggestion  was  "wait  and  hope"  which  in  Italian  may  signify  "They 
may  never  come" . 

-it  ignores  that  as  yet  (June  88)  there  was  no  "H.O.  Internal 
Regulation"  for  the  Central  Financial  Dept.  since  as  its  then  Head 
(Mr.  Zanetti)  put  it,  "my  problem  is  not  only  that  I  do  not 
understand  Pedde  when  he  wants  me  to  produce  papers  that  I  consider 
irrelevant.  My  problem  is  that  I  have  not  found  at  BNL  one  man  who 
knows  how  to  make  money  in  a  real  "Dealing  Room"  (on  that  occasion 
Zanetti  also  told  Sardelli  very  bluntly  that  he  could  not  lend  him 
a  man  to  help  organize  the  Financial  Dept.  in  N.Y.  simply  because 
he  did  not  have  such  a  man) .        \ 
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BOARD  OF  DIRECTORS.  MANAGEMENT.  AUDITORS     (WO  EMPLOYEES 

BANCA    NAZIONALE~DEL    LAVORO-Rome , ItalgCTHE   GUARANTOR) 
The  Board  of  Directors  is  responsible  for  the  administration  of  the  Guarantor.  The  Statutes  of  the 
Guarantor  state  that  the  Board  of  Directors  shall  consist  of  20  members.  Directors  may  hold  office  for  up 
o  four  years  and  are  eligible  for  re-appointment. 

Management  is  also  exercised  by  the  Executive  Committee,  the  Ch.-iirman  and  the  Managing  Director 
)ursuant  to  powers  and  authority  contained  in  the  Statutes  of  the  Guarantor. 

As  at  31st  March,  1989,  the  Board  of  Directors,  Management  and  Auditors  are  as  follows: — 


Board  of  Directors 

Nerio  Nesi* 

Salvatore  Paolucci* 

Giacomo  Pedde* 

Orazio  Buccisano 

Giorgio  Alfredo  Cassinelli* 

Gaetano  De  Campora 

Francesco  Del  Monte 

Angelo  Detragiache 

Antonio  Longo* 

Giorgio  Masiero 

Giacinto  Militello* 

Flavio  Orlandi 

Aldo  Palr?.eri 

Giuseppe  Pasqua* 

Antonio  Redone 

Antonio  Porteri* 

Ruggero  Ravenna 

Augusto  Schianchi 

Paolo  Sciumi 

Ferdinando  Truzzi 

'Member  of  the  Executive  Committee 


Chairman 

Deputy  Chairman 

Managing  Director 

Appointed  by:  Ministry  of  Foreign  Trade 

Appointed  by:  Ministry  of  Industry  and  Trade 

Appointed  by:  Shareholders  Meeting 

Appointed  by:  Ministry  of  Treasury 

Appointed  by:  Ministry  of  Employment  and  Social  Security 

Representing  Life  Assurance  Corporate  Public  Body  (INA) 

Appointed  by:  Shareholders  Meeting 

Representing  Social  Security  Agency  (INPSJ 

Representing  State  Insurance  Agency  (INAIL) 

Appointed  by:  Ministry  of  Employment  and  Social  Security 

Appointed  by:  Ministry  of  Treasury 

Appointed  by:  Ministry  of  Treasury 

Appointed  by:  Ministry  of  Agriculture 

Appointed  by:  Ministry  of  Employment  and  Social  Security 

Appointed  by:  Shareholders  Meeting 

Appointed  by:  Shareholders  Meeting 

Appointed  by:  Shareholders  Meeting 


Management 
Giacomo  Pedde 


Pier  Domenico  Gallo 
Cassio  Morselli 

Ferruccio  Airoldi 
Augusto  Calzolari 
Umberto  D'Addosio 
Pietro  Giribaldi 
Giovanni  Mctzzarotto 
Paolo  Mazzarotto 


Managing  Director  and 
Chief  General  Manager 

Deputy  Chief  General  Managers 


Central  Managers 


Luigi  Sardelli 


Gianmario  Feletti 
Mauro  Frattini 
Giovanni  Garone 
Salvatore  Lupo 
Franco  Medugno 
Alberto  Mucci 
Roberto  Pernice 
Paolo  Federico  Ronza 
Alberto  Ruocco 
Carlo  Salvatori 


Joint  Central  Managers 
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Slatulory  Board  of  Auditors 

The  Statutes  or  the  Guarantor  provide  that  the  Statutory  Board  of  Auditors,  which  are  appointed 
by  decree  of  the  Ministry  of  the  Italian  Treasury,  shall  consist  of  Tive  members  and  three  substitutes.  At 
present,  the  Statutory  Board  of  Auditors  comprises: — 

Domenico  Amodeo  Chairman 


Giovanni  Billia 
Sergio  Maggi 
Diego  Siclari 
Francesco  Tenore 


Auditors 


Vittorio  Caetani,  llalo  Maspero  and  Paolo  Sacco  are  available  as  substitutes. 

External  Auditors 

Under  Italian  law,  companies  whose  shares  are  listed  on  a  stock  exchange  in  Italy  are  required  to 
have  their  annual  accounts  audited  by  a  firm  of  independent  auditors,  in  addition  to  the  checks  carried  out 
by  the  statutory  auditors.  Independent  auditors  are  appointed  in  a  general  meeting  for  a  term  of  three  yean 
and  may  be  re-appointed  for  two  additional  terms.  The  Guarantor's  independent  auditors  are  Price  Waterhouse 
and  Italaudit  S.p.A. 

Employees 

As  at  31st  December,  1988,  the  BNL  Group  had  26,766  employees. 
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DIRECTORATE  OF  INTELLIGENCE 

6  November  1989 
Iraq-Italy:  Repercussions  of  the  BNL-Atlanta  Scandal 

Summary      , 


The  revelation  that  a  US  branch  of  an  Italian  bank,  Banca 
Nazionale  del  Lavoro  (BNL),  granted  more  than  S3  billion  in  unauthorized 
letters  of  credit  to  Iraq  has  had  wide-ranging  repercussions  for  Iraq  and  Italy. 
For  Iraq,  public  disclosure  thai  it  used'some  of  the  credits  to  acquire  military- 
related  technology  has  impeded  procurement  efforts,  and  the  suspension  of 
BNL  credits  has  slowed  civilian  reconstruction  and  development  projects. 
For  Italy,  the  BNL  scandal  has  cast  at  least  a  temporary  shadow  on  Prime 
Minister  Andreotti's  new  eovemment,  raised  questions  about  public-sector 
enterprises,  and  reopenea  the  issue  of  privatization. 

Tlie  affair  is  unlikely  to  have  a  major  impact  on  Iraqi  military 
procurement  efforts,  but  cash-short  Baghdad  probably  will  have  to  postpone 
plans  for  some  civilian  projects.  The  loss  of  BNL  financing  and,  more 
important,  any  reduction  in  US  agricultural  credit  guarantees  because  of 
negative  publicity  about  the  scandal  probably  would  damage  US -Iraqi 
commercial  ties.  For  Iraq's  part,  however,  the  strain  in  political  relations  is 
likely  to  be  short-lived,  particularly  ifBa^luiad  believes  US  credit  guarantees 
will  be  forthcoming.  Iraq  is  eager  to  maintain  good  ties  to  the  United  States, 
an  attitude  intensified  by  improved  relations  between  Iran  and  the  USSR. 


This  mcmoranduxD  was  prepared  byC  jOfHce  of 

Near  Eastern  and  South  Asian  Analysis,  and  ^  J  Office  of  European 

Analysis. 
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BNL-Atlanta  Financing  for  Iraq 

The  Atlanta,  Georgia  branch  of  the  state-owned  Banca  Nazionale  del  Lavoro 
(BNL)-Italy's  largest  bank-exte.ided  $3.2  billion  in  2,500  unauthorized  letters  of  credit 
tor  Iraq  between  February  1988  and  July  1989.  US  and  Italian  authorities  have  been 
investigating  the  scandal  since  July  for  violations  of  banking  regulations  and  tax  and 
customs  laws. 

Fragmentary  reporting  indicates  Bhfl^ Atlanta  disbursed  $1.85  bUlion  of  the  S3.2 
billion,  including  at  least  $800  million  in  letters  of  credit  guaranteed  by  the  US 
Commodity  Credit  Corporation  (CCC).  BNL  headquarters  aereed  to  release  another 
$550  million  in  early  October.^  .    ,  _,      ^    J  after  Iraq 

threatened  to  suspend  payment  to  Italian  5rms  if  the  bank  failed  to  honor  iti 
commitments. 

BNL-Atlanta's  unusual  activities  included: 

~  Exceeding  the  branch's  allowable  debt  of  $500,000  per  customer. 

-  Charging  Baghdad  an  average  0.2-percent  commission  instead  of  the 
usual  15  percent  for  a  poor  credit  risk. 

--  Financing  the  letters  of  credit  by  borrowing  from  other  banks  for  90  to 
180  days  but  allowing  Iraq  up  to  five  years  to  repay. 

BNL's  North  American  headquaners  in  New  York  and  the  bank's  directors  in 
Rome  publiclv  denied  knowing  about  the  letters  of  credit,  although  a  BNL  official  in 
Chicago  claims  he  notified  New  York  and  Rome  several  times  about  the  unusual 
activity  in  Atlanta,  according  to  press  reports.  Press  reports  also  indicate  a  BNL  branch 
in  Udine,  Italy  referred  customers  exporting  to  Iraq  to  the  Atlanta  branch.  Iraqi 
officials  have  generally  denied  knowledge  of  any  wrongdoing,  arguing  that  Baghdad  is  a 
victim  in  the  scandal. 

Iraq  used  some  BNL  credits--at  least  $600  million,  according  to  British  press-to 
buy  military  and  dual-use  technology  through  various  front  cornpanies  and  legitimate 
firms  in  Western  Europe. C 


British  press  says  that  BNL-Atlanta  also  financed  Iraqi  military  purchases  from  Kintex, 
the  Bulgarian  armament  company. 

Impact  on  Iraq 

The  suspension  of  credits  from  BNL~by  far  Baghdad's  largest  source  of  credits- 
and  disclosure  in  the  British  press  that  Iraq  used  the  credits  to  acquire  militarv-related 
technology  has  almost  certainly  complicated  Baghdad's  procurement  efforts,  we 
believe  that  increased  Western  scrutmy  of  these  activities  has  at  least  temporarilv 
impaired  Baghdad's  ability  to  acquire  such  technology.  Press  coverage  and  London's 
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opposition  to  Iraq's  control  of  a  company  possessing  sensitive  technology,  for  example, 
lea  SRC  Composites  to  divest  its  advajiccd  composites  factory,  according  to  press 
reports.  Some  other  finns  in  the  networks  have  gone  out  of  business. 

The  loss  of  BNL  flnandng  has  almost  certainly  slowed  civilian  reconstruaion 
and  development  in  Iraq.  ManyiUS  and  West  European  firms  supplying  goods  and 
services  to  grojects  in  Iraq  were  being  paid  through  BNlXl 

JMany  of  these  firms  have  probably  suspended  business  with  Iraq  until 
alternate  methods  of  payment— cash,  other  loans,  or  barter-are  arranged.  Financially 
strapped  Baghdad,  however,  is  unable  to  meet  demands  by  some  of  these  firms  for 
payment  in  cash,  especially  for  expensive  purchases.^,  ^reporting  indicates  Iraq 

nas  nearly  exhausted  available  credit  lines  and  barter  opporruruiies. 


Iraqi  Procurement  Networks 

Baghdad  has  created  complex  procurement  networks  of  holding  companies  in 
Western  Europe  to  acquire  technology  for  its  chemical,  biological,  nuclear,  and 
ballistic  missile  develo2ment  programs.  According  to  British  pressQ 

^one  such  network  begins  in  Baghdad  with 
the  AJ-Arabi  Trading  Company,  which  controls  the  London-based  Technology  and 
Development  Group,  Ltd.  (TDG)  and  another  UK  firm,  TMG  Engineering.  TDG 
and  its  Brussels-based  panner.  Space  Research  Corporation,  own  the  Ulster- 
registered  firm  Canira  Techm'cal  Corporation,  Ltd.  Canira  in  March  established 
SRC  Composites,  which  acquired  access  to  advanced  composite  and  caibon  fiber 
technology  used  in  aircraft  and  missile  produaion.  In  1987  TMG  gained  control  of 
Matrix-Churchill,  Ltd.,  the  United  Kingdom's  leading  producer  of  computer- 
controlled  machine  tools  that  can  be  used  in  the  production  of  sophisticated 
armaments. 

We  believe  Iraqi  intelligence  is  directly  involved  in  the  activities  of  inany 
holding  companies  funnelling  technology  to  Iraq-C 


Effect  on  US-Iraqi  Relations 

For  Iraq,  any  reduction  in  bilateral  commercial  lies  because  of  the  BNL  scandal 
takes  on  political  significance,  which  Baghdad-ever  paranoid-tends  to  exaggerate.  The 
fallout  from  the  scandal  has  strained  US-Iraqi  relations.  Baghdad  is  seriously 
concerned  that  the  affair  is  adversely  affecting  its  economic  ties  to  the  Umted  States- 
the  backbone  of  the  bilateral  relationship.  Iraq  is  particularly  upset  that  the  CCC 
offered  significantly  less  aedit  guarantees  for  FY  1990  than  Bagndad  requested  because 
of  negative  publicity  about  the  scandal.  Iraq  fears  that  any  large  reduaion  in  CCC 
credit  guarantees  would  make  it  more  costly  and  difficult  to  import  agricultural  goods 
and  damage  its  international  credit  rating. 

Several  US  firms  have  already  been  affeacd  by  the  scandal.  C  J' 

press  reponing  indicate  BNL  was  finandng  at  least  $1  billion  in  sales  to  Iraq  by  US 
firms,  including  agricultural  goods,  an  automobile  plant,  an  ethylene  plant,  industrial 
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raachinerv,  construction  materials,  and  irrigation  equipment.  Some  US  suppliers  arc 
worried  tnat  thev  will  not  receive  payment  on  letters  of  credit  that  they  have  not  yet 
submitted  to  BNL-Atlanta.  Many  l/s  Cnns  are  trying  to  arrange  other  means  of 
payment  to  avoid  losing  lucrative  contracts. 

The  scandal  has  contribu'ed  to  Iraq's  perception  that  the  United  States  is  trying 
to  harostring  Baghdad's  efforts  to  promote  better  poUticaJ  ties.  A  senior  Iraqi  ofCdal 
told  his  US  counterpart  in  early  October  that  Bagndad  was  unhappy  that  Washington's 
decision  on  CCC  credits  is  linked  to  the  scandal,  with  which  be  maintained  Iraq  had  no 
part.  The  official  indicated  this  was  not  a  sign  that  the  United  States  wants  to  improve 
relations. 

Baghdad  is  eager  to  resolve  the  BNL  crisis  because  harmonious  bilateral 
relations  are  important  to  its  strategic  planning.  Iraq  believes  that  the  Iranians  have  not 
abandoned  plans  to  oust  the  regime  in  Baghdad  and  wants  to  assure  that  the 
superpowers  would  back  Iraa  or  at  least  remain  neutral  during  any  future  hostilities. 
Tbc  Iraqis  seek  to  prevent  Washington  from  favoring  Iran  so  much  that  Baghdad's 
interests  are  threatened.  In  Iraq's  view,  the  superpowers  regard  Iran  to  be  of  greater 
importance  in  the  region,  and  Baghdad  is  therefore  trying  to  enhance  Iraq's  political 
and  economic  importance  to  the  Um'ted  States. 

Impact  on  Italy 

The  BNL  affair--in  combination  with  other  scandals-has  cast  a  shadow  on  Prime 
Minister  Andreotti's  three-month-old  government.  Panly  to  divert  attention  from  the 
BNL  affair,  the  Socialists  and  some  Christian  Democrats  are  playing  up  other  scandals, 
including  renewed  allegations  that  the  Italian  military  covered  up  evidence  concerning 
the  1980  CTash  of  an  Italian  airliner  nonh  of  Sicily.  None  of  the  governing  political 
parties  or  their  factions,  however,  appears  now  to  believe  it  can  strengthen  its  relative 
positions  by  exploiting  the  issue. 

The  scandal  has  also  spotlighted  the  cost  of  Italy's  longstanding  and  entrenched 
spoils  system  in  the  state-owned  enterprises.  Traditionally,  appointments  to  key 
positions  in  public-sector  companies  have  been  allocated  as  a  measure  of  party  and 
even  factional  influence.  Unaer  this  system,  the  president  and  several  directors  of  BNL 
are  members  of  the  Italian  Socialist  Party,  while  the  executive  director  usually  comes 
from  the  Christian  Democratic  Party.  Several  backbenchers  in  parliament  quickly 
denounced  the  spoils  system  for  not  allowing  the  most  competent  people  to  fill  public- 
sector  jobs.  The  attacks,  however,  have  been  discounted  as  political  sour  grapes,  and 
the  system  shows  no  signs  of  collapse. 

In  light  of  the  BNL  affair,  Treasury  Minister  Carli  has  renewed  his  efforts- 
against  admittedly  long  odds-to  enlist  support  for  privatizing  state-owned  banks  and 
other  public-sector  corporations.  Carli  believes  the  breakdown  in  supervision  at  BNL  is 
all  too  typical  of  the  quality  of  Italian  public-sector  banking.  In  his  opinion, 
privatization  would  force  Italian  banks  to  narrow  the  current  6-percentage-point  spread 
between  interest  paid  to  depositors  and  that  charged  to  borrowers-a  prerequisite  if 
Italian  banks  are  to  do  well  after  the  EC  dismantles  capital  controls  next  year. 

The  discovery  of  BNL's  exposure  in  Iraq  forced  the  bank  to  seek  funds  to  boost 
its  capital,  which  the  Bank  of  Italy  already  considered  too  low.  If  Iraq  defaulted,  BNL 
technically  would  have  been  bankrupt  because  the  amount  of  its  loans  to  Iraq  exceeded 
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the  bank's  capital.  In  that  event,  the  Bank  of  Italy  and  the  Treasury  Ministry  would 
have  been  compelled  to  bail  out  the  bank.  Rome  was  styniied  in  finding  a  Sodalist- 
conlrolled  institution  to  recapitalize  the  bank  by  itself,  and  the  government  in  October 
finally  cobbled  together  a  $1.7  billion  package  from  the  TreasuPj',  a  state-owned 
insurance  company,  and  the  Social  Security  Fund,  thus  maintaining  a  Socialist  majority 
on  the  BNL  board  of  directors. 

We  believe  the  revelations  of  BNL's  deab'ngs  with  Iraq-along  with  other  recent 
scandals-stand  in  counterpoint  to  growing  Italian  self-confidence  on  the  international 
stage  in  recent  years.  After  more  than  three  decades  of  international  diffidence,  we 
bebeve  Italian  leaders  have  been  pursuing  a  diplomatic  profile  more  commensurate 
with  their  country's  international  economic  role.  Itahans  have  felt  particular  pride 
because: 

—  Italian  troops  in  the  Beirut  peacekeeping  forces  had  fulfilled  their 
mission  as  aefined  by  Rome. 

—  The  Italian  decision  to  accept  US  cruise  missiles  played  a  decisive  role  in 
swinging  West  Germany  benind  deployment. 

—  Their  country's  GDP  had  surpassed  that  of  the  United  Kingdom  and 
possibly  France. 

In  the  opim'on  of  almost  all  Italian  press  commentators,  the  BNL  affair  had  a  negative 
impact  on  Italy's  credibility  throughout  the  West.  We  believe,  however,  that  the  setback 
to  Rome's  international  standing  nas  been  substantially  less  than  that  portrayed  in  the 
Italian  press,  and  we  expect  the  scandal  will  gradually  fade  from  public  view  within  Italy 
and  will  have  little  lasting  impact  on  the  country's  perception  of  its  international  role. 

Outlook 

We  believe  Iraq  will  work  hard  to  establish  new  military  procurement  networks 
to  replace  those  disclosed  by  the  press  and  by  the  US  and  Italian  investigations  as  part 
of  the  fallout  from  the  BhfL  affair.  Baghdad  highly  values  these  networks  to  obtain 
technology  that  might  otherwise  be  denied  to  it  if  the  end  user  or  purpose  were 
revealed.  Because  of  renewed  Iraai  efforts  and  the  likely  existence  of  other  networks 
that  remain  undetected,  we  do  not  oclicve  that  Iraq's  coven  procurement  efforts  will  be 
set  back  seriously. 

The  drying  up  of  this  major  finandal  source-at  least  for  the  next  several  years- 
will  probably  force  Iraq  to  scale  back  ambitious  civilian  reconstruction  and 
development  plans.  Baghdad  probably  formulated  some  economic  plans  under  the 
assumption  that  BNl^Atlanta  would  continue  to  issue  letters  of  credit  on  its  behalL 
Iraq  will  be  unable,  however,  to  replace  BNL  financing  any  time  soon.  Most 
commercial  banks  and  foreign  governments  are  likely  to  remain  unwilling  to  grant  or 
guarantee  significant  new  CTedits  to  Baghdad  until  it  repays  more  of  its  $45  billion  non- 
Arab  foreign  debt-a  low  priority  to  Iraq.  Furthermore,  Iraq  has  overextended  its  barter 
conunitments  and  will  probably  be  reluctant  to  engage  in  many  more  such  deals. 


199 


The  BNL  affair  will  probably  have  only  a  minimal  impact  on  Italian-Iraqi 
relations.  The  scandal  is  unlikely  to  cause  more  than  short-term  political  friaion  unless 
BNL  fails  to  disburse  the  remaining  letters  of  credit.  Even  then,  Baghdad  would 
probably  employ  economic-not  poTiticaJ-mearts  to  punish  Rome.  Continued  Iraqi 
threats  to  suspend  payment  to  Italian  firms  if  Rome  fails  to  release  the  promised  BNL 
credits  will  almost  certainly  be  'effective  against  the  Italians,  who  have  already  agreed  to 
release  some  of  the  undisbursed  credits  and  have  backed  down  in  the  past  in  the  face  of 
threats  from  other  countries. 

We  have  detected  no  sign  of  flagging  ItaL'an  interest  in  Iraq,  although  we  expect 
that  Italian  banks  will  scrutinize  export  financing  and  other  aedits  for  Baghdad  more 
carefully.  The  Itah'ans  are  maintaining  existing  levels  of  oil  imports  from  Iraq  while  still 
trying  to  boost  exports.  Italian-Irac^i  relations  will  continue  to  be  strained,  however,  by 
the  dispute  over  tne  delivery  of  Italian  warships  to  Iraq,  which  is  unlikely  to  be  resolved 
any  time  soon  because  of  Iraqi  demands  for  additional  financing  for  the  shitJS  and 
Iranian  threats  of  retaliation  against  Italy  if  the  ships  are  delivered. 

Implications  for  the  United  States 

The  BNL  scandal  is  likely  to  lead  to  a  reduction  in  US-Iraqi  commercial 
relations,  particularly  if  CCC  credit  guarantees  are  decreased.  Any  loss  of  CCC  credits 
probably  would  reduce  Iraq's  food  imports  from  the  United  States  because  Baghdad 
prefers  to  buy  on  credit.  Iraq  probably  would  turn  to  Australia  and  EC  countries-     ' 
which  lost  sales  when  the  Umted  States  became  Iraq's  top  Western  agricultural  supplier 
in  l983--as  well  as  traditional  suppliers  Turkey  and  Brazil.  Many  of  these  suppliers  are 
already  trying  to  profit  from  the  BNL  scandal  by  boosting  agricultural  sales  to  Iraq  at 
US  expense.  Furthermore,  the  bank's  continued  refusal  to  disburse  remaining  credits 
probably  would  prevent  some  US  firms  from  implementing  contracts  with  Iraq. 

The  strain  in  US-Iraqi  political  relations  caused  by  the  BNL  scandal  will 
probably  be  short-lived,  particularly  if  Baghdad  believes  additional  US  credits  will  be 
tonhcoming  after  the  dust  of  the  investigation  settles.  Iraq  is  eager  to  maintain  good 
ties  to  the  United  States,  an  attitude  intensified  by  improved  relations  between  Iran  and 
the  USSR  that  make  Baghdad  uneasy.  Iraq  probably  also  believes  that  strained 
political  relations  would  complicate  its  efforts  to  acquire  US  technology  and  credits  in 
the  future.  We  anticipate  that  Iraq  will  work  hard  to  overcome  the  current  frictions  by 
offering  commercial  opportunities  to  the  United  States  and  lobbying  US  business  and 
government  officials. 

Although  the  BNL  affair  embarrassed  the  Italian  Government  and  banlcing 
sector,  we  do  not  believe  it  will  not  have  a  major  impact  on  Italian  relations  with  the 
United  States.  Rome  appears  satisfied  to  date  with  the  cooperation  of  the  US 
investigating  agencies  and  appreciates  the  low-key  manner  in  which  Washington  has 
reacted.  BNL  will  probably  close  its  Atlanta  office  and  may  suffer  a  loss  of  business  in 
financing  exports  for  US  companies. 


6 


200 


JUDGE  MARVIN  SHOOB'S  COMMENTS  ON  THE  BNL  CASE 


October  5,  1992  —  Order  Granting  Christopher 
Drogoul's  Motion  to  Withdraw  His  Guilty  Plea 

August  24,  1993  —  Sentencing  Order  for  Five 
BNL/Atlanta  Enployees  (Amedeo  DeCarolis,  Therese 
Barden,  Leigh  Ann  New,  Paul  Von  Wedel,  Thomas 
Fiebelkorn) 
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OMITEP  STATES  DISTRICT  COOKT 

NORTHERN  DISTRICT  OP  GEORGIA 

ATLANTA  DIVIS20N 


ONITBO  STATES  OP  AMERICA, 

Plllntlff ,  :     CRDCINAI,  ACTION 

▼.  t  l:91-cr>07S-MBS 

CHRISTOPHER  P.  OROGOCTL,  t 

D«f«adjuat  X 


Ocf-ot3<r5  I'J'rZ 


This  cas«  iAvolv«s  billions  of  dollan  raised  »nd 
loaned  in  intsmational  f inane*.  It  involves  allegations  of 
an  intamational  bank  fraud  that  aay  have  helped  pay  for 
Iraq's  silitary  build-up.   But  the  aore  iaportant  issue 
before  this  Court  involves  a  man's  liberty  and  serious 
questions  about  the  integrity  of  our  justice  systea  and  the 
alaost  unrevie%nble  powers  of  prosecutorial  discretion.  The 
Court's  judgnent  and  decisions  throughout  the  hearings  and 
notions  before  it  have  been  guided  by  its  belief  that  thcra 
is  a  aorml  ooaponent  to  the  Court's  invelveaeot  in  this  case 
—  the  responsibility  to  do  the  right  thing. 

iMs  order  will  set  forth  the  reasons  ths  Court  will 
grant  the  Govemasnt's  sot  ion  to  recuse  and  vhy  the  Court, 
on  .October  1,  1993 «  orally  granted  defendant  Christopher  P. 
Orogoul*s  renewed  aotioa  to  withdraw  his  guilty  plea. 
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ONITEO  STATES  DISTRICT  COUKT 

MORTHERN  DISTRICT  Of  CEORCIJk 

ATIAMTA  OIVISIOM 


ONITBO  STATES  Of  AMERICA,      : 

Plaintiff,  i  CRMIKAL  ACTIOK 

-  t    l:9I-cr«07S-HHS 

▼  * 

CBRISTOPRZR  P.    DROGOOL,  » 

DefendLuit  i 

pttPBR 

Thi«  case  involve*  billion*  of  dolXara  raised  and 
loaned  in  international  finance.  It  involves  allegations  of 
an  international  banlc  fraud  Uiat  -ay  have  helped  pay  for 
Iraq's  silitary  build-up.   But  the  more  important  issue 
before  this  Court  involves  a  man's  liberty  and  serious 
<pxestiona  about  the  integrity  of  cur  justice  system  and  the 
almost  unreviewable  powers  of  prosecutorial  discretion.  The 
court's  Judgment  and  decision*  throughout  the  hearing*  and 
motions  before  it  have  been  guided  by  its  belief  that  thera 

ts  a  moral  component  to  the  Court's  involvement  in  thi*  case 

—  the  respon*lbllity  to  do  the  right  thing. 

thi*  order  will  —t.   fortH  the  reason*  the  Court  wUl 
grrnnt  the  Oovemment'*  motion  to  r*cu*e  and  why  the  Court, 
on  .October  1,  1>M.  orally  «rmnt.d  defendant  Chrlatopher  P. 
orogoul**  renewed  motion  to  »lthdrav  hi*  gmUty  pl-. 
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Th«  Gov«maent  has  said  that  this  h«aring  waa  highly 
unusual,  acre  of  a  mini-trial  than  a  sentencing  h«aring. 
Th«  Court  agrees  that  this  hearing  va«  unusual,  but  this  has 
been  «m  unusual  case.  The  Government  initially  sought  the 
"Dini'trial;"  at  one  point  before  the  plea  bargain, 
prosecutors  requested  three  weeks  to  present  evidence 
rebutting  defendant's  anticipated  stateaent  at  the  plea 
hearing.  Polloving  the  plea  bargain,  which  was  initiated  by 
the  Government,  the  Government  sought  three  days  to  present 
witnesses.   During  the  sentencing  hearing,  the  Govemaent 
proceeded  to  present  detailed  evidence  as  to  bow  the  aoney 
flowed  froB  one  account  to  another,  bow  such  money  defendant 
had  promised  to  Iraq  and  other  nations,  and  how  defendant 
and  edleged  co-conspirators  covered  up  these  transactions. 

Ttie  Court  has  never  Intended  to  "put  the  Government  on 
trial,"  is   suggested  by  th*  prosecution  but  only  to 
determine  what  transpired  and  Xr.  Drogoul's  involvement. 
The  Coort  also  points  out  that  a  sentencing  hearing  is  not  a 
trial,  and  the  rules  of  evidence  do  not  apply.  Courts  are 
peraitted  to  rely  on  hearsay  and  even  on  the  testimony  of 
ooBfidaatial  InfforBants  without  knowing  their  identity.  Zn 
a  sense,  evidence  at  a  sentencing  hearing  is  not  subject  to 
the  sase  testing  as  that  put  on  at  a  trial;  tha  Court  simply 
Eust  satisfy  itself  that  the  inforaation  is  "sufficiently 
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XZ.  VLMk   VXtlDMnii 

On  Septcober  21,   1992,  aftar  on«  weak  of  evldcnca  In 
th«  hearing,  th«  Court  denlad  defendant's  notion  to  vltbdrav 
his  plea  of  guilty.  The  Court  held  that  defendant  bad  not 
shewn  that  there  was  a  "fair  and  just  reason"  to  perait  tha 
withdrawal  of  his  guilty  plea.   September  21,  1992,  Order. 
However,  after  daily  revalations  underlining  the 
GovamBcnt's  case,  the  prosecution  announced  on  October  1 
that  it  no  longer  opposed  defendant's  aotion  to  withdraw  his 
9uilty  plea.  Defendant  renewed  his  notion  to  withdraw  the 
plea. 

In  the  two  weeks  of  testiaony  following  defendant's 
first  atteapt  to  withdraw  his  plea,  defendant  presented 
credible  evidence  suggesting  that  the  Govemaent  had  not 
fully  investigated  whether  defendant's  superiors  in  the  bank 
approved  of  and  were  aware  of  his  activities.  The 
Govaranent  also  furnished  to  tha  Court  olassified  docunents 
fr<m  tha  Central  Intelliganea  Agency  ("CIA")  suggesting  that 
BRX«4baaa  was  cwara  of  Mr.  Drogoul's  activities  and  was  not  a 
vietia  of  tha  alleged  fraud.  Furthemore,  defendant  naned 
several  BML  superiors  who  knew  of  his  activities  and 
described  their  Involveaeat.  Defendant  did  not  resolve  the 
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questions  about  why  he,  a  clearly  intelligent  person 
represented  by  counsel,  entered  bis  plea  of  guilty  on  June 
2,    1992,  and  during  a  thrae-bour  bearing  before  this  Court 
testified  only  that  his  superiors  should  have  kno%R\. 
However,  other  evidence  presented  at  the  sentencing  bearing 
as  outlined  belov  raised  such  serious  questions  that  the 
Court  concluded  that  these  issues  could  not  appropriately  be 
taken  up  on  a  notion  for  do%mvard  departure  but  should  be 
heard  at  trial.  In  light  of  these  conclusions  and  the 
Govemaent's  and  defendant's  request  for  a  trial,  the  Court 
granted  the  action  to  vithdrav  the  plea. 

XZZ.  MCU8AL 

Tbe  Covemaent  has  filed  a  written  action  requesting 
recusal,  and  the  Court  vill  grant  the  aotion.  A  judge 
should  disqualify  hioself  fro«  'any  proceeding  in  which  his 
iapartlality  aight  reasonably  be  questioned."  28  U.S.C.  I 
455 (a).  Jkl though  the  Court  believes  that  it  would  be  able 
to  hear  thfS  evidence  with  an  open  Bind,  the  Govemaent's 
concerns  that  it  would  not  act  lapartially  coonsel  against 
this  Court  rcaaining  on  the  case.   Froa  the  evidence 
presented  daring  the  hearing,  this  Court  has  reached  and 
voiced  certain  preliainary  conclusions  and  concerns  about 
this  case  and  the  Govexnaent's  conduct  in  investigating  and 
pcoseouting  defendant  that  aay,  froa  the  prosecution's 
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viewpoint,  int«rfer«  with  this  Court's  ability  to  bear 
evidence  with  an  op«n  and  impartial  mind,   ruzthcraore, 
while  soBC  of  the  concerns  raised  by  this  Court  may  have 
legitimate  explanations,  the  sheer  number  of  unusual 
circuostances  led  this  Court  to  reach  these  tentative 
conclusions.  Accordingly,  the  Court  will  set  forth  sooe  of 
the  tentative  conclusions  it  has  reached  in  hearing  this 
matter  and  its  reasoning  in  arriving  at  those  conclusions. 
Set  forth  below  are  the  bases  for  the  granting  of  the 
notions  to  withdraw  the  plea  and  to  recuse, 

A.  Thg  Knowle^^ge  of  officials  at  BNL-R01Bfl_ 

The  Court  concludes  that  officials  at  BKL-Rome  were 
aware  of  and  approved  Kr.  Drogoul's  activities.  At  the  very 
least,  BNL-Rome  chose  to  ignore  what  were  obvious  signs  of 
Hr.  Drogoul's  extraordinary  relationship  with  Iraq  and  his 
unusual  lending  practices,  in  support  of  this  conclusion, 

the  Court  notes: 

1)  Classified  reports  from  the  CIA  conclude.  In  part, 
that  a  number  of  high-level  BHl/-RoBe  officials  supported  Mr. 
Drogoul's  activities.' 


'    Tb*  Court  will  not  reveal  the  contents  of  these 
docuBMits  because  they  remain  classified.  J^'^l*^**^* 
Court  will  discuss  below,  the  court  is  unable  to  see  how 
they  relate  to  national  security  and  why  they  should  remain 
secret  fro»  defense  counsel  and  the  public. 
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i)  k  B«nler  BlfL  oefleial,  Mr.  Konaco,  r*f erred  an 
Italian  coapany  saakin?  financing  for  a  aajor  conatruction 
project  in  Iraq  to  BlfL- Atlanta. 

3)  The  former  bead  of  BNL's  Korth  Aaerican  operations. 
Dr.  Luigi  Sardelli,  provided  credible  teetlaony  shoving  that 
senior  officials  in  Rome  approved  or  had  kzwvledge  of  Xr. 
Orogoul's  activities. 

*  Sardelli'8  letter  criticizing  defendant's  activities 
was  never  delivered  by  tha  auditor  to  officials  in  Rooe. 

*  Instead  of  auditing  or  investigating  BIX/-AtIanta, 
BML-Roae  officials  elected  to  investigate  Dr.  Sardelli  who 
appears  to  be  the  only  "straight  shooter"  in  the 
organization. 

*  ttfL-Jtam*  was  an  extraaely  political  organization 
operating  sore  as  an  agency  of  the  Italian  govamsent  than 
as  a  bank. 

*  Dr.  Sardelli  voiced  his  frustration  with  Bn/-RoBe  in 
testifying  that  the  BML-Roae  officials  sent  to  the  Onited 
States  to  investigate  the  Atlanta  branch  after  the  raid  vere 
the  officials  who  should  have  been  investigated. 

*  Dr.  Sardelli  testified  that  he  believes  officials  at 
BOr-memm  knew  of  Mr.  Drogoul's  activities. 

4)  Ibere  is  evidence  that  docuaents  aay  have  been 
shredded  by  8ML  officials  shortly  after  tha  raid  and  that 

files  and  doeuaents  are  alssiag. 
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5)  BNI.  br«nch«s  in  Gemany,  England  and  Canada  v«r« 
award  of  BHL-Atleutta * s  substantial  financing  of  Iraqi 
pvirchasas  and  projects. 

6)  The  Govanment's  vitnaasas  froa  Morgan  Guaranty  and 
the  Bank  of  Nav  York  and  confidential  CIA  reports  concluded 
that  it  was  well-known  in  intamaticnal  banking  circle*  that 
BKL-Atlanta  provided  substantial  financing  for  Iraq's 
purchase  of  agricultural,  ailitary  and  non-sllitazy 
products. 

7)  The  Italian  parliaaent's  extensive  report  on  the 
"BNL  scandal"  concludes  that  Xr.  Orogoul  was  not  a  "lone 
wolf"  and  that  BKL-Rose's  failure  to  adequately  supervise 
the  Atlanta  branch  peraitted  the  continued  illegal  activity. 

•}  Mr.  Orogoul 's  co-defendant  Paul  Von  ffedel  and  Jean 
Ivey,  a  BML-Atlanta  esployea  who  was  granted  iaouaity, 
testified  that  they  believed  that  officials  in  Roae  were 
aware  of  BKZ/-Atlanta*s  involvesent  with  Iraq  —  testiaony 
the  Court  found  credible.  Xr.  Von  Nedel  also  testified  that 
Kr.  Orogoul  had  regular  access  to  Dr.  Glaooao  Fcdde,  the 
director  general  of  BHL,  that  Mr.  Orogoul  set  with  Kr. 
Monaco,  a  senior  BML  official,  in   Baghdad,  and  that  Mr. 
nctrle,  another  senior  BHL  official,  verbally  approved  early 
COG  loans  to  Iraq. 

9)  Mr.  Orogoul 's  first  attorney,  Theodore  Lackland, 
teetified  credihly  that  several  Individuals  involved  with 
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th«  allttgadly  fraudulent  transacttona  told  hla  that 
oCflelala  in  Rom  v«r«  avara  of  the  transaction  and  in  fact 
had  in  their  possession  one  of  the  allegedly  fraudulent  loan 
agreeaenta  (mir-4) . 

10)  &s  the  "victiB"  in  this  natter,  BVL-Roae  nay  be 
able  to  recover  $1-2  billion  in  unpaid  CCC-baeked  loans  to 
the  Iraqis. 

11)  flhen  notified  of  the  August  4,  1990,  raid,  Kr. 
Drogoul  returned  imertiately  to  the  United  Stetes,  leaving 
his  faaily  in  France.  He  aet  with  BML  officials  in  Vcv 
York,  was  furnished  an  attorney  who  was  to  be  paid  by  the 
bank,  and  continued  as  aanager  of  the  Atlanta  branch  for  ft 
week. 

13)  Mr.  Orogoul's  chief  aentor  at  BVL  In  19tS-«7 
retired  frea  BKL  in  I9ft7  and  became  a  consultant  at  Sntrade, 
ft  defendant  in  this  ease  and  «  participant  in  the  sehcae. 

fhe  Court  has  also  ceae  to  a  n«J»er  of  preliainary 
cenelosieas  abevt  tha  Covemaent'a  iBvestlgatiea  of  this 
Oftaa.  Priaarily,  tha  court  eeneludes  that  prosecutors 
Cftilad  to  iBfVBstigata  sariously  whathar  ain<Htoaa  knew  of 
dafandaat  Dtogeol's  ftctivitlea.  This  fallora,  coupled  vith 
or  provolBsd  hy  tha  inveli  saint  of  other  dapartaents  of  the 
Oliited  ttetea  Ouwerwent,  iadicatas  an  effort  to  absolva 
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BNL-ROBO  Of  complicity  in  th«  Atlanta  branch  loans  to  Iraq. 
Th«  Court  notes: 

1)  High-l«v«l  officials  in  the  Justica  Departnant  and 
th«  Stat*  Departaant  met  with  the  Italian  anbassador  to 
discuss  tha  cas«.  Thay  appearad  to  help  staer  this  case  and 
gave  support  to  BNL-Rob«'s  position  that  it  was  a  victia  in 
this  matter,  assuring  the  ambassador  that  there  "would  be  no 
surprises"  for  the  Italians. 

3)    The  Justice  Departaant  cancelled  investigators* 
necessary  trip  to  Italy  and  Turkey,  where  they  intended  to 
interview  bank  officials  and  others  with  knowledge  of  the 
transactions  and  scheae. 

3)  The  Italian  aobassador  met  with  then-Attorney 
General  Richard  Thomburgh  in  spring  1990  and  told  him  that 
Incrlainatliig  B)n«-Roae  in  these  transactions  would  be 
tantamount  to  "a  slap  in  the  face"  of  the  Italians  and  would 
not  be  understood  by  the  govemaent  of  Italy. 

4)  The  local  prosecutor  in  this  matter  received  one  or 
nore  highly  unusual  and  inappropriate  telephone  calls  from 
the  Hhlte  Bouse  Office  of  Le^l  Counsel  about  this  case, 
indicating  the  potential  embarrassBcnt  level  of  the  case. 

5)  The  draft  indictment  was  delayed  by  the  Justice 
Departaent  from  early  1990  until  the  end  of  the  Gulf  War, 
February  1991  •^  almost  one  year.   Also,  the  plea  bargain  In 
which  Mr.  Orogoul  agreed  to  plead  guilty  to  only  SO  counts 

10 
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rather  than  347  and  initiated  by  an  assistant  prosecutor 
wh*n  the  chief  prosecutor  was  out  of  the  city  effectively 
silenced  Kr.  Orogoul  who  had  announced  his  intention  to  saJce 
a  full  disclosiira  at  the  plea  bearin9. 

6)  The  Government  failed  to  produce  and,  apparently, 
Dade  no  effort  to  bring  in  «my  knowledgeable  bank  officials 
froa  RoB«  •>  Including  Pedde,  Guadagnini,  Monaco,  Florio  — 
for  the  sentencing  hearing. 

7)  The  Govemaent  failed  to  interviev  Wafai  Dajani, 
despite  evidence  of  his  substantial  involveaent  with  the 
scheae,  when  he  was  in  Atlanta  and  bad  agreed  to  meet  with 
the  prosecution.  Kr.  Dajani,  who  ba.s  ties  to  the  King  of 
Jordan,  was  not  indicted. 

8)  Investigators  were  blocked  by  the  Departaent  of 
Agriculture  froa  interviewing  Iraqi  officials  who  were  in 
the  United  States  negotiating  COC  guaranties  and  later  were 
prohibited  froa  travelling  to  Iraq  to  interview  potential 
co-conspLrators  and  witnesses. 

9)  In  early  1990,  Atlanta  prosecutors  aet  with  B)n<-Roae 
lawyer*,  discussing  the  bank's  position  as  a  vietia. 

10)  The  Aaerican  Aabassador  to  Italy  notified  the 
Secretary  of  State,  Justice  Departaent  and  others  la  the 
rail  19«9  that  BNL's  aanageaeat  was  worried  about  the 
prosecution  of  the  case  and  wanted  it  raised  "to  a  political 
level"  and  to  achieve  "damage  control." 

U 


212 


11)  Matrix  CSiurchill,  an  Iraqi  front  cospany  that  vaa  a 
cl«aringtious«  for  weapons  procurement,  was  not  indictad, 
although  on«  of  Its  officars  was. 

12}  The  Gcvamsent  has  provided  no  credible  explanation 
for  its  failure  to  indict  Wafai  Oajani,  Matrix  Churchill, 
EnKa,  and  the  Central  Bank  of  Iraq. 

C.  Intelligence  agencies 

The  Court  also  tentatively  concluded  during  the  course 
of  the  hearings  that  it  Is  lUcely  that  the  United  States 
intelligence  agencies  were  aware  of  BNL-Atlanta's 
relationship  with  Iraq.   For  exanple: 

1)  The  Central  Intelligence  Agency  did  not  respond  to 
repeated  requests  froa  the  Court  concerning  CIA  knowledge  of 
and  involvement  in  the  activities  of  the  Atlanta  branch. 
The  agency's  earlier  response  to  the  carefully  crafted 
Septenber  1,  1992,  request  from  the  Acting  United  States 
Attorney  vdiS   evasive  and  concerned  only  knowledge  of  and 
Involvement  in  unauthorized  funding.   The  CIA  continues  to 
b«  uncooperative  in  attempts  to  discover  information  about 
its  knowledge  of  or  involvement  in  the  funding  of  Iraq  by 
BlfX<-Atlanta. 

3)  Th«  raw  intelligence  reports  indicate  an  awareness 
of  extensive  funding  of  Iraq  by  BHL-Atlanta. 

3)  There  was  no  explanation  as  to  the  intelligence 
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comaunityis  awareness  or  lack  of  avarenest  of  BKL-Atlant« '  s 
rol«  in  fundln?  the  Iraqi  allitacy  build-up  despita 
«xtan«iv«  cable  traffio  between  Baghdad  and  Atlanta  and 
several  trips  to  Baghdad  by  Orogoul,  including  one  to  an 
Iraqi  Bllitary  fair  attended  by  u.s.  officials,  such  as  the 
O.S.  Aabassador. 

D.  Classified  Inforaatlcn 

The  Court  is  also  concerned  that  the  local  prosecutors 

lacked  access  to  classified  inforaation  which  may  have 

provided  evidence  on  important  elcaents  of  this  case.  The 

Septeaber  17,  1993,  letter  fro*  the  CIA  to  the  local 

prosecutors  shows  that  the  CIA  was  not  forthcoming  with 

inforaation  it  nay  have  about  the  transactions  at  issue  in 

this  case  ~>  the  one  area  of  classified  inforaation  made 

available  to  the  Court  supports  Mr.  Drogoul's  contention 

that  hia  superiors  approved  of  his  activities.  While  the 

court  is  well  aware  that  there  aay  be  classified  inforaation 

In  support  of  the  Gevemaent's  theory  of  this  case,  the 

Court  is  concerned  that  the  prosecutors  aay  have  been 

blocked  by  agencies  with  political  agendas  froa  davelopLng  a 

fall  picture  of  this  affair.  This  is  particularly  troubling 

la  Il^t  of  the  faet  that  this  inforaation  no  longer  seeas 

relevant  to  national  security  and  that,  even  if  it  is,  there 

are  procedures  threogh  which  the  CIA,  and  other  agencies, 

/ 
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can  Bak«  classified  inforaation  available  without  revealing 

-^ 
sources  and  methods. 

XT.  COHCLnSZOV 

Tbese  are  grave  questions  as  to  hov  the  prosecutors 
nade  their  decisions  is  this  case  —  both  as  to  the  nature 
of  the  charges  and  vhoa  to  prosecute.   It  is  apparent  that 
decisions  vere  made  at  the  top  levels  of  the  United  states 
Justice  Departnent,  State  Depiurtaent,  Agriculture  Department 
and  within  the  intelligence  cowaunity  to  shape  this  case  and 
that  infomtation  nay  have  been  withheld  fron  loc«U 
prosecutors  seeking  to  investigate  the  case  or  used  to  steer 
the  prosecution.  PortherBore,  the  Attorney  General's 
exceptional  refusal  to  grant  the  Congressional  request  for 
an  independent  counsel  in  itself  raises  concerns  for  the 
Court  aJMUt  the  Govenuaent's  iapartiality  in  hamdling  this 
case. 

Accordingly,  this  Court  again  strongly  recomends  that 
an  independent  prosecutor  be  naaed  to  investigate  this 
Batter.  The  Court  also  rccoaoiende  that  the  trial  of  Xr. 
Drogool  and  the  sentencing  of  the  other  defendants  in  this 
ca8«  be  postponed  to  enable  the  United  States  Scvemment  to 
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V. 


UNITED  STATES  DISTRICT  COURT 

NORTHERN  DISTRICT  OF  GEORGIA 

ATLANTA  DIVISION 


WEOW  CORK'S  OFHCi 

US  O.C.  MijnW 


/^2 


UNITED  STATES   OF  AMERICA, 
Plaintiff, 

V. 

AKEDEO  DeCAROLIS  and 
THERESE  HARCELLE  BARDEN, 
Defendants 


UNITED  STATES  OF  AMERICA, 
Plaintiff, 

V. 

LEIGH  ANN  NEW, 
Defendant 


UNITED  STATES  OF  AMERICA, 
Plaintiff, 

V. 

PAUL  VON  WEDEL, 
Defendant 


UNITED  STATES  OF  AMERICA, 
Plaintiff, 

V. 

THOMAS  MOBLEY  FIEBELKORN, 
Defendant 


LUTHER  3 
By.j 

CRIMINAL  ACTION  \^ 
l:9l-cr-78-MHS 


CRIMINAL  ACTION 
l:91>cr>88-KHS 


CRIMINAL  ACTION 
l:91-cr-89-HHS 


CRIMINAL  ACTION  . 
l:91-cr-;26-hHS 


fiBCU 


This  matter  is  before  the  Court  on  the  motions  of  each 
of  the  defendants  for  a  downward  departure  from  the 
sentencing  guidelines.  Earlier  the  Court  considered  and 
ruled  on  the  various  objections  to  the  presentence  reports 
and  determined  the  appropriate  offense  level  for  each 


216 


defendant.   Because  of  the  absence  of  any  prior  criminal 
record,  each  defendant  is  in  Criminal  History  Category  I. 

On  August  19,  1993,  the  government  in  a  sentencing 
aenorandum  advised  the  Court  that  it  will  novc  for  a 
downward  departure  pursuant  to  f  SKl.l  of  the  Sentencing 
Cuidelines  for  defendants  Von  Wedel,  New,  and  OeCarolls,  and 
reserved  the  decision  whether  to  nake  a  slnllar  motion  on 
behalf  of  defendants  Fisbelkorn  and  Barden.   The  government 
also  advised  the  Court  that  it  does  not  oppose  a  downward 
departure  for  defendant  Barden  based  on  her  extraordinary 
family  situation. 

While  the  government's  new  position  makes  this  Court's 
task  of  imposing  a  fair  and  appropriate  sentence  far  less 
burdensome,  the  extent  of  any  downward  departure  is  governed 
by  considerations  which  go  beyond  defendants'  cooperation  or 
individual  family  circumstances. 


The  Court  has  reviewed  considerable  material,  including 
National  Security  Agency  reports;  CIA  documents  prepared  by 
the  Directorate  of  Information  and  the  Directorateof 
Operations;  the  book  of  29,  which  includes  29  documents  from 
these  agencies  determined  by  the  government 
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to  b«  dlscov«rabl«  by  defense;  the  so-called  black  book, 
which  consiste  of  a  series  of  State  Departnent  memoranda. 
National  Security  Council  reports  and  memoranda,  and  Defense 
Intelligence  Agency  confidential  and  unclassified  cables  and 
information  (the  black  book  was  not  furnished  to  defense 
counsel  as  the  information  is  substantially  a  duplicate  of 
that  furnished  in  the  for*  of  summaries  and  the  book  of  29} ; 
the  several  reports  of  the  Italian  Senate  Commission 
involving  this  natter;  the  diary  of  P.  Di  vito,  an  official 
at  BHI.)  the  CIA  report  of  the  investigation  of  its  handling 
of  BNL-related  matters}  the  Senate  Select  Committee  on 
Intelligence  staff  report  on  the  involvement  of  United 
States  intelligence  agencies  in  the  BHL  affair;  the 
summaries  of  classified  information  prepared  by  the 
government  and  furnished  to  defense  counsel;*  the  testimony 
during  the  three-week  sentencing  hearing  of  defendant 
Christopher  Orogoul;  and  the  various  exhibits  introduced 
during  that  proceeding. 

T^e  preponderance  of  the  evidence  well  supports  this 
Court's  conclusion  that  BKL-Rome  was  not  a  victim  in  this 
case.  The  evidence  of  CIA  knowledge  of  the  activities  of 
BKL-Rome  and  BHL-Atlanta  prior  to  th«--August  I9t9  raid  of 


*  These  suameries  represent  infonution  from  the  KSA  and 
CIA  docuaents  that  the  Court  determined  to  be  discoverable  by 
the  defense. 
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BNL-Atlanta  is  l«ss  persuasive  but  clearly  troublesort. 
Either  the  CIA  knew  of  the  activities  or  the  CIA  failed  to 
detect  a  five-year  international  deception  and  large-scale 
illegal  financing  of  arms  for  Iraq  through  a  small  branch 
bank  in  Atlanta,  Georgia.   That  determination  is  not 
necessary  or  appropriate  for  this  Court.   The  Court  does 
conclude  that  this  is  an  appropriate  case  for  a  downward 
departure  as  to  each  defendant  and  will  grant  defendants' 
motions  in  part  and  will  also  grant  the  government's  motions 
for  a  downward  departure  for  substantial  assistance  and  will 
consider  defendant  Barden's  extraordinary  family  situation. 


aaekoround 

This  case  arises  out  of  a  loan  scheme  stretching  across 
continents  and  cultures,  involving  weapons  merchants  and 
multi-national  banks,  and  implicating  governments.   In 
February  1991,  Christopher  Drogoul,  the  branch  manager  of 
BNL-Atlanta  and  the  alleged  mastermind  of  the  scheme,  was 
named,  along  with  an  Iraqi  Bank,  some  foreign  nationals,  and 
several  of  the  above-named  defendants,  in  a  347-count 
indictment.  The  indictment  centered  on  charges  that  Kr. 
Drogoul,  the  branch  manager,  defrauded  BNL  over  the  course 
of  several  years  by  engineering  billions  of  dollars  in 
unauthorized  loans  to  Iraq  and  other  nations.  A  number  of 
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these  loans  were  backed  by  the  U.S.  Department  of 
Agriculture's  Coirunodity  Credit  Corporation  ("CCC"). 


Since  the  raid  on  BNL's  Atlanta  office  in  1989,  the 
scandal  has  sparked  investigations  across  the  Western  world. 
Several  comnittees  of  the  United  States  Congress  opened 
investigations  into  this  natter,  connissions  of  the  Italian 
Parliament  have  explored  the  scandal,  and  aspects  of  this 
case  were  raised  at  a  trial  in  England. 

In  September  1992,  this  Court  presided  over  Mr. 
Drogoul's  three-week  sentencing  hearing,  which  followed  hia 
guilty  plea  to  sixty  counts  of  the  indictment.  The  Court 
heard  detailed  testimony  on  the  loan  scheme,  international 
money  markets,  and  the  organitation  of  BNL.   The  hearing 
ended  during  Mr.  Drogoul's  testimony  when  the  Government 
announced  that  it  did  not  oppose  Drogoul's  notion  to 
withdraw  his  plea.  The  Court  granted  Drogoul's  notion  and 
later  granted  the  Covernnent's  notion  that  the  Court  recuse 
itself.  Kr.  Drogoul  is  scheduled  to  go  to  trial  before  The 
Honorable  G.  Ernest  Tidwell  on  September  S,  1993.   These 
defendants,  each  of  whon  has  pleaded  guilty,  have  been 
awaiting  a  resolution  of  their  involvenent  sine*  the  sunner 
of  1989  —  four  years. 
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Evidence  and  Standard 

While  th«  infonoation  and  evidence  reviewed  by  the 
Court  are  of  uneven  reliability  and  occasionally  recount  the 
hearsay  statements  of  unknown  informants,  the  Court  has 
sifted  through  the  information  to  make  reliability  findings 
and  has  considered  only  that  information  which  it  has  found 
to  contain  "sufficient  indicia  of  reliability  to  support  its 
probable  accuracy."  U.S.S.G.  S  6A1.3(a).   In  sentencing, 
the  Court  is  permitted  to  rely  on  information  that  would  not 
be  admissible  under  the  rules  of  evidence  in  a  trial. 
"Reliable  hearsay  evidence  may  be  considered.   Out-of-court 
declarations  by  an  unidentified  informant  may  be  considered 
'where  there  is  good  cause  for  the  nondisclosure  of  his 
identity  and  there  is  sufficient  corroboration  by  other 
means.'"  liL.,  Policy  Statement  (quoting  United  states  v. 
Fatleo.  579  F.2d  707,  713  (2d  Cir.  1978)). 

The  Court  also  notes  that  while  no  single  piece  of 
information  or  evidence  standing  on  its  own  would  support 
the  Court's  conclusions,  when  taken  as  a  whole,  even  in 
light  of  the  Government's  conflicting  information  and 
argument,  the  information  more  than  adequately  and  credibly 
supports  the  Court's  conclusion  that  the  defendant  employees 
of  BNL-Atlanta  with  their  personal  agendas  and  paltry 
rewards  were  pavms  or  bit  players  in  a  far  larger  and  wider- 
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ranging  sophisticated  conspiracy  that  involved  BNL-Rone  and 
possibly  large  American  and  foreign  corporations,  and  the 
governments  of  the  United  States,  England,  Italy,  and  Iraq. 

It  would  be  the  height  of  hypocrisy  to  sentence  these 
defendants  as  if  this  were  a  simple  case  of  wrongdoing  by  a 
branch  bank's  employees,  the  sort  of  fraud  contemplated  by 
the  sentencing  guidelines.   The  Court's  conclusions  are 
supported  by  the  following  credible  evidence:' 

Evidence  supporting  Court's  concluaion  that  BNL  was  aware  o{ 
the  activities  of  the  Atlanta  branch 

X.  BNL's  relationship  with  Iraq 

*  BKL  is  one  of  the  largest  banks  in  Italy,  and  the 
bank  has  a  longstanding  relationship  with  Iraq. 

*  In  the  early  1980's,  BNL  financed  a  number  of 
Italian  exports  to  Iraq,  and  Iraq  helped  BNL  during  a 


'  At  request  of  the  Government  agencies  that  produced  this 
information,  the  Court,  for  security  reasons,  has  not 
identified  the  specific  document  and  source  of  the  information 
from  which  it  has  drawn  the  facts  set  out  below.  The  Court 
will  provide  the  appropriate  authority  under  seal  at  the 
request  of  the  parties. 

Also,  defendant  Von  Wedel  filed  notion  under  the 
Classified  Information  Procedures  Act  ("CIPA")  |  6(e)(2)(B) 
requesting  a  finding  against  the  Government  as  to  the  truth  of 
certain  information  in  the  classified  materials  because  the 
Government  has  refused  to  produce  the  name  of  the  sources. 
For  the  purposes  of  the  downward  departure,  the  Court  is 
finding  that  this  information  is  credible  and  accordingly 
DENIES  AS  MOOT  defendant  Von  Wedel '6  motion. 
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liquidity  crisis  in  the  1970'8. 

*  In  lat«  1987,  BNL-Ro»«  helped  finance  a  transaction 
for  construction  of  a  sewage  plant  in  Iraq. 

*  BNL  was  well-known,  as  were  many  Italian 
institutions,  for  its  political  spoils  system.  Members  of 
the  Italian  parliament  believed  that  U.S.,  Italian,  and 
Iraqi  officials  received  kickbacks  from  these  deals.  At  the 
bank,  commissions  sometimes  amounted  to  five  percent  of  any 
deal,  other  sources  said  that  BNL  officials  received  eight 
percent  kickbacks. 

2.  BNL  continued  to  do  business  with  Iraq  after  the 
Iraqis  were  implicated  in  the  scandal. 

*  BNL-Romc  honored  several  letters  of  credit  issued  by 
the  Atlanta  branch  to  companies  for  carbide  cutting  tools 
(often  used  in  the  manufacture  of  weapons) ,  and  BKL-Roma 
participated  in  the  financing  of  an  Iraqi  petrochemical 
plant. 

*  It  remained  Iraq's  correspondent  bank  for  Italy. 

«  Intelligence  sources  stated  that  the  BNL-Atlanta  loan 
scheme  was  only  a  continuation  of  this  long-term 
relationship. 

3.  Evidence  of  BNL's  knowledge. 

*  A  branch  of  BKL  in  Udinc,  Italy  referred  an  Italian 
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steel  company  to  BNL-Atlanta  for  financing  of  an  Iraqi 
project.   An  official  from  the  Rome  office  of  BNL  had 
personally  handled  the  matter,  advising  the  company  to  use 
BNL-Atlanta,  because  that  branch  handled  the  ban)c's  Iraqi 
business. 

*  In  1989,  Central  Kotors  sought  financing  for  an 
automobile  deal  with  Iraq  from  BKL  in  Rome  and  Toronto. 
BNL'Atlanta  extended  credit  for  $154  million  to  finance  the 
transaction.   The  financed  automobiles  wer^  sold  at  almost 
double  the  unit  price.   No  explanation  is  available  as  to 
the  $75  million  overcharge  or  who  benefitted  from  it. 

*  In  January  1990,  a  CIA  employee  concluded,  based  on 
general  intelligence  reports  and  publicly  available 
material,  that  managers  at  BNL-Rome  were  involved  in  the 
scandal . 

*  A  source  froa  the  legal  department  at  the  bank  is 
quoted  as  saying  that  the  transactions  from  BNL-Atlanta  were 
authorized  and  directed  by  the  Italian  government  and  under 
instructions  to  make  it  appear  that  the  transactions  were 
controlled  exclusively  by  BNL-Atlanta. 

*  Others  speculated  that  the  loans  could  not  have  been 
made  without  the  tacit  approval  of  the  BKL  Rome  office,  and 
Western  bankers  assumed  that  BNL's  headquarters  knew  of_i;he 
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loan  schen*  under  way  in  Atlanta.' 

*  Th«  BNL  affair  waa  concldarad  by  soma  sources  to  be 
part  of  an  acknowledged  cooperative  strategy  to  support  Iraq 
to  ensure  its  victory  in  the  Iran-Iraq  war. 

*  Italian  treasury  secretary  Carli  reported  to  the 
Italian  Senate  Conaission  that  three  BNL-Rome  enployees  may 
have  known  about  the  unauthorized  lending  in  Atlanta.  He 
also  said  that  the  infomation  of  BNL-Atlanta'a  activities 
should  not  have  slipped  through  the  bank's  controls. 

*Senior  BNL  officials  were  indicted  and  later  convicted 
for  their  involvement  in  anos  sales  to  Iran. 

*The  Italian  embassy  in  Iraq  was  under  suspicion  of 
complicity  in  the  BNL  matter.  The  military  attache 
committed  suicide  shortly  after  the  raid,  and  he  was  rumored 
to  be  related  to  the  scandal. 

*  An  Italian  parliamentary  commission  member  stated 
that  the  investigation  showed  that  Drogoul  was  "no  lone  ' 
wolf." 

*  The  former  head  of  BNL's  North  American  operations. 
Dr.  Luigl  Sardelll,  provided  credible  testimony  that  senior 
officials  in  Rome  approved  or  had  knowledge  of  Mr.  Drogoul's 
activities. 

*  Sardelli's  letter  crlticlxlng  defendant's- activities 


'    A  U.S.  intelligence  source  found  that  this  information 
confirmed  press  reports  about  BNL  knowledge  of  the  scandal. 
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was  never  delivered  by  the  auditor  to  officiala  In  Rone. 

*  Instead  of  auditing  or  investigating  BKL-Atlanta, 
BNL-Rone  officials  elected  to  Investigate  Or.  Sardelli,  who 
appears  to  this  Court  to  be  the  only  "straight  shooter"  in 
the  organization. 

*  BNL-Rone  was  an  extremely  political  organization, 
operating  nor*  as  an  agency  of  the  Italian  government  than 
as  a  bank. 

*  Dr.  Sardelli  voiced  his  frustration  with  BNL-Roae  in 
testifying  that  the  BHL-Rome  officials  sent  to  the  United 
States  to  investigate  the  Atlanta  branch  after  the  raid  were 
the  officials  who  should  have  been  investigated. 

*  Co-defendant  Paul  Von  Wedel  and  Jean  Ivey,  a  BKL« 
Atlanta  employee  who  was  granted  immunity,  testified  at 
Drogoul's  hearing  that  they  believed  that  officials  in  Rone 
were  aware  of  BNL-Atlanta's  involvement  with  Iraq  — 
testimony  the  Court  found  credible.  Mr.  Von  Wedel  also 
testified  that  Mr.  Orogoul  had  regular  access  to  Dr.  Ciacomo 
Pedde,  the  director  general  of  BKL,  that  Mr.  Drogoul  met 
with  Mr.  Monaco,  a  senior  BNL  official,  in  Baghdad,  and  that 
Mr.  Florlo,  another  senior  BNL  official,  orally  approved 
early  CCC  loans  to  Iraq. 

*  Senior  officials  in  Rome  signed  onto  some  of  the 
loans  made  by  BNL-Atlanta  to  Iraq,  at  the  request  of  the 
Iraqis. 
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*  From  early  in  the  investigation,  BNL's  lawyers  and 
Italian  officials  urged  that  this  case  be  raised  to  a 
political  level. 

Connections  with  the  weapons  network 

Matrix-Churchill,  an  Iraqi  front  company  and  a  major 
component  of  the  eras  procurement  network,  was  a  major 
participant  in  the  BNL-Atlanta  scheme.   The  CIA  became  aware 
that  Katrix-Churchill  was  an  Iraqi  front  company  in  1987. 
Ko  CIA  reports  indicated  a  relationship  with  BNL-Atlanta. 
Later,  in  a  criminal  proceeding  in  Great  Britain,  it  was 
confirmed  that  two  employees  of  Matrix-Churchill,  one  of 
whom  was  a  director,  Paul  Henderson,  were  sources  for 
British  intelligence.  The  charges  against  the  two  men  were 
dropped. 

BNL-Atlanta  was  reported  to  have  provided  financing  for 
major  parts  of  the  Iraqi  procurement  network,  involving  such 
companies  as  Space  Research  Corporation,  Lear  Fan,  the 
Italian  Endeco  Barazuol,  and  Matrix-Churchill.   BNL-Atlanta 
was  reported  to  have  helped  finance  large  parts  of  the 
Condor  II  missile  program,  a  joint  program  of  Iraq,  Egypt, 
and  Argentina. 
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Avarenesa  of  U.S.  Intelligence  eoTnTnunity 

Th«  CIA  had  non-public  information  from  various 
Bourcea*  about  BNL  and  BNL-Atlanta  lending  activities, 
though  not  information  that  they  were  unauthorized. 

Miscellaneous  Government  Information 

In  the  fall  of  1989,  shortly  after  tha  raid  on  BNL- 
Atlanta,  there  were  a  number  of  contacts  between  tha 
prosecutors  in  the  case  and  the  federal  agencies  involved  in 
tha  decision  to  approve  new  agricultural  loan  guarantees  for 
Iraq.   The  Atlanta  prosecutors  net  directly  with 
representatives  of  the  Agriculture  Department.  There  were 
at  least  two  telephone  calls  from  a  junior  attorney  in  tha 
White  House  counsel's  office  to  the  chief  prosecutor  in  this 
case;  tha  calls  sought  information  concerning  the  case  in 
connection  with  the  decision  to  approve  loan  guarantees.   In 
the  spring  of  1990,  the  prosecutors  and  Investigators  were 
invited  to  Washington  on  at  least  one  occasion  to  discuss 
tha  case  with  National  Security  Council  staff  members  and 
other  administration  officials  concerned  about  the  approval 
of  a  second  tranche  of  loan  guarantees.   Later,  in  September 
1990,  the  chief  prosecutor  and  chief  investigator  on  tha 
"Case  were  part  of  a  Justice  Department  delegation  which  met 


*    At  the  request  of  the  Government  intelligence  agencies, 
tha  Court  does  not  Identify  these  sources. 
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with  the  Italian  ambassador  to  th«  United  States,  who  argued 
that  BNL  was  the  victim  of  a  "terrible  fraud." 

During  a  Noveober  1989  meeting  of  the  Kational  Advisory 
Deputies  Committee,  certain  offlciale  reported  that  Iraq  had 
not  been  Implicated  and  that  the  scandal  appeared  to  Involve 
internal  BNL  natters.  Some  high-level  members  of  the 
Executive  Branch  wanted  to  continue  the  CCC  program  with 
Iraq,  arguing  it  was  essential  to  the  U.S.  relationship  with 
Iraq. 

*  Following  the  execution  of  the  search  warrant  and  the 
implication  of  the  Iraqis,  the  United  States  Government, 
particularly  its  foreign  policy  branches,  continued  to  push 
for  granting  agricultural  credits  to  Iraq. 

*  A  generally  reliable  source  believed  that  BNL- 
Atlanta  could  not  have  operated  without  the  knowledge  and 
acquiescence  of  the  Federal  Reserve  Board,  the  Department  of 
Agriculture,  and  the  Commodity  Credit  Corporation. 

*  After  1985,  the  Exim  bank  maintained  a  rotating, 
short-tern  $200,000,000  facility  for  Iraq;  it  was  the  only 
listed  country  receiving  Exln  coverage.  In  January  1990, 
President  Bush  signed  a  waiver  of  sanctions  to  permit  the 
Exim  program  for  Iraq  to  continue  through  1990.   The  United 
States  also  determined  to  release  $500  million  in  CCC 
guarantees  with  the  possibility  that  another  $500  million 
would  be  released  later. 
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*  A  U.S.  Governnent  memorandum  prepared  for  the 
Executive  Branch  urged  continued  approval  of  the  CCC  program 
for  Iraq,  but  acknowledged  the  improbability  that  Iraqi  bank 
officials  were  unaware  of  kickbacks,  deeply  discounted 
interest  rates,  and  other  gross  irregularities  in  the 
program.  The  U.S.  Government  was  also  aware  that  there  were 
allegations  bt   double  and  triple  overpricing  of  some 
commodities,  diversion  and  transshipment  of  commodities,  and 
that  CCC  financing  had  been  used  for  goods  that  did  not 
originate  in  the  United  States. 

Pi  Vito  Diary 

Attorney  General  Richard  Thornburgh  met  with  the 
Italian  ambassador  at  a  White  House  dinner.   The  ambassador 
pushed  the  idea  that  BNL  was  a  victim  and  said 
incriminating  BNL  would  be  seen  as  an  insult  to  Italy. 

Overruns  by  BNL-Atlanta  from  1986  were  signaled  to  the 
Korth  American  office  of  BNL  by  the  foreign  credit  office  of 
th«  bank. 

A  number  of  new  transactions,  after  the  raid,  between 
BNL-Rona  and  Iraq  totalled  mora  than  $228,000,000  as 
outlined  In  the  July  31,  1990  confirmations. 
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Specific  Findinaa 

Thesa  factual  findings  support  the  Court's  downward 
daparture  for  the  following  reasons. 

One,  the  Court  finds  that  there  Is  substantially 
reliable  evidence  that  the  alleged  victim  in  this  case,  BHL- 
Rooe,  encouraged  defendants  to  act  as  they  did  and  superiors 
at  the  ban)c  were  in  fact  conplicit  in  the  schene.   The 
defendants  saw  their  superior,  Mr.  Drogoul,  rewarded  for  his 
acts,  and  could  reasonably  conclude  that  the  bank  approved 
of  their  acts  or  was  deliberately  Ignorant  of  their 
activities. 

Section  5X2.10  of  the  Sentencing  Guidelines  provides: 

If  the  victim's  wrongful  conduct 
contributed  significantly  to  provoking 
ths  offense  behavior,  the  Court  nay 
reduce  the  sentence  below  the  guideline 
range  to  reflect  the  nature  and 
circumstance  of  the  offense. 

U.S.S.6.  i  5K2.10.  Downward  departures  relying  on  this 

section  usually  Involve  cases  of  a  physical  assault  and  the 

policy  statement  provides  that  the  section  is  usually  not 

"rslevant  in  the  context  of  non-violent  offenses."  id. 

Neither  the  guideline  nor  the  commentary,  however,  prohibits 

the  section's  application  to  a  fraud  case,  and  the  fraud 

guideline  clearly  contemplates  that  the  victim  of  the  fraud 

was  not  complieit  with  the  alleged  fraud.  Sftft  I  ari.l. 
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The  Court  has  considered  the  Governnant's  argument  that 
S  5K2.11  applies  only  to  victim  conduct  that  provoka d  a 
defendant's  offenses.   The  Court  finds,  however,  that  it  is 
within  this  Court's  discretion  to  consider  the  victim's 
conduct  throughout  the  course  of  this  scheme  in  departing 
downward,  and  the  Court  concludes  that  this  conduct 
permitted  and  encouraged  the  scheme.  This  conduct  does  not 
fit  neatly  in  the  category  set  out  in  §  5K2.1I,  but  clearly 
this  was  not  a  pattern  of  conduct  considered  by  the 
Commission  in  formulating  the  guidelines. 

The  evidence  of  BHL  officials'  knowledge  of  these  loans 
and  of  the  loans'  role  in  international  finance  suggests 
that  these  defendants  were  merely  functionaries  in  a  scheme 
that  benefitted  the  management  of  BNL  and  furthered  the 
foreign  policy  of  the  United  States  and  Italy.   CCC  loans  to 
Iraq  continued  to  be  approved  at  the  highest  levels  of  the 
United  States  Government  long  after  the  scheme  was 
uncovered,  and  BNL-Rome  continued  to  do  business  with  the 
Iraqis  and  other  entities  who  had  participated  in  the  scheme 
"to  defraud"  the  bank.   The  Oi  Vito  diary  lists  in  detail  a 
total  of  $  228  million  in  new  loans  by  BHL-Rome  to  Iraq 
following  a  July  26,  1990  conversation.   (Di  Vito  diary, 
July  31,  1990.) 
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Two.  departure  Is  proper  because  the  offense  level  is 
exaggerated  by  the  dollar  value  Involved  In  the  scheme. 
There  Is  little  evidence  that  defendants'  activities  were 
the  factual  or  proximate  cause  of  the  loss.*  As  recounted 
above,  defendants'  roles  ware  a  minuscule  part  of  the 
offense,  and  the  offense  level  "bears  little  relation  to" 
defendants'  role  in  the  offense.  Onitad  states  v.  Restreoo. 
936  r.2d  661  (2d  Cir.  1991).   Indeed,  it  is  difficult  to 
pinpoint  the  cause  of  the  "loss"  in  this  action.  Until  the 
Gulf  War  intervened,  Iraq  had  continued  to  make  payments  on 
many  of  the  loans  extended.  On  other  loans,  however,  Iraq 
had  defaulted.  The  amount  of  loss  caused  by  these 
defendants,  then,  "is  complicated  by  considerations  of 
multiple  causation."  United  states  v.  Greaorio.  956  F.2d 
341  (1st  Cir.  1992)  (permitting  a  downward  departure  for 
"multiple  causation");   Onltad  States  v.  Schneider.  930  P. 2d 
555  (7th  Cir.  1991);  United  States  v.  Kopp.  951  F.2d  521  (3d 
Cir.  1991).  More  important,  the  role  these  defendants  was 
trivial  in  relation  to  the  scope  of  this  scheme.  Also,  as 
recounted  above,  the  victims'  conduct  li)cely  led  to  an 
increase,  in  the  amount  loaned  and  the  amount  lost.  This 
combination  of  causes  takes  the  defendants  outside  the 
"heartland"  of  the  fraud  guideline  and  makes  these  cases 


'  The  Court  notes  that  several  of  the  defendants  objected 
to  the  amount  of  the  loss  as  stated  in  presentence  reports. 
Others,  inexplicably,  did  not. 
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appropriate  for  a  downward  departure. 

Finally,  the  Court  concludes  that  a  downward  departure 
is  appropriate  because  there  is  simply  no  way  the  Sentencing 
Commission  could  have  considered  the  vast  range  of  conduct 
that  is  relevant  to  this  case,  dwarfing  these  individuals' 
involvement.  Neither  this  Court  nor  the  public  is  likely  to 
know  the  underlying  motivations  and  purposes  of  the  scheme 
that  touched  the  branch  bank,  but  it  is  clear  that  this  case 
and  all  its  permutations  are  unlike  any  set  of  facts  covered 
by  the  mathematical  formulas  of  the  sentencing  guidelines. 
Accordingly,  a  downward  departure  in  this  case  is 
appropriate. 

The  Court  CRANTS  the  motions  for  downward  departure. 

IT  IS  SO  ORDERED,  this  ^7  ^day  of  August,  1993. 


irvin  H.   Shoob,  Senior  Judge 
United  States  District  Court 
Northern  District  of  Georgia 
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BNL  Internal  Audit-Related  Documents 


The  intent  of  the  enclosed  documents  is  to  demonstrate  that 
BNL-New  York  was  aware  of  the  irregularities  of  the  Atlanta  office 
prior  to  the  August  4,  1989  raid. 

Chronological  Listing  Summarizing  Documents 

02/04/87  Memorandum  to  Renato  Guadagnini,  Executive  Vice  President 
and  Regional  Manager  for  BNL-New  York,  from  Vito  Cannito, 
BNL  Vice  President,  outlining  the  violations  of  bank 
procedure  revealed  in  an  examination  of  the  Atlanta 
office  of  the  BNL  for  the  second  quarter  of  1986. 

10/03/88  Letter  to  Christopher  Drogoul,  First  Vice  President  and 
Manager  of  BNL-Atlanta,  from  Luigi  Sardelli,  Executive 
Vice  President  and  Regional  Manager  for  BNL-New  York, 
addressing  the  irregularities  reported  in  the  memoranda 
by  the  BNL  Regional  Auditor  because  of  "the  magnitude  of 
the  amounts  involved  and  the  seriousness  of  the  findings" 
at  the  Atlanta  office. 

10/06/88  Letter  to  Luigi  Sardelli  from  Christopher  Dr.ogoul  in 
response  to  the  concerns  raised  in  the  October  3,  1988 
Sardelli  letter. 

12/22/88  Audit  Report  to  Luigi  Sardelli  from  Louis  Messere,  BNL 
Vice  President-Chief  Internal  Auditor,  citing  specific 
recommendations  to  insure  that  BNL-Atlanta  adheres  to 
proper  loan  controls. 

07/26/89  Letter  to  Christopher  Drogoul  from  Louis  Messere  and 
Pietro  Lombardi,  Regional  Manager  for  New  York, 
transmitting  the  report  of  examination  (follow-up  to 
September  2,  1988  audit)  of  the  Atlanta  office  in  which 
a  review  was  undertaken  to  evaluate  corrective  actions 
taken  since  the  previous  examination. 

07/27/89  Letter  to  Christopher  Drogoul  from  Pietro  Lombardi  citing 
criteria  that  needs  to  be  implemented  in  response  to  the 
July  26th  report  of  examination. 
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■nmi  MR.  VITQ  D,  CAWWITO  -  VT«  PMSTnyyj 

Syfi^£S>   R23in.T9  or  AUDITINQ  TOT  ATLAOTX  T}?^;^ 

•I  h*v«  •x«nln*l  th«  flncnol*!  r«cordi-  of  th«  XtlAnc* 
Xg«ncy  ai  of  the  clo»e  of  buiinati  JuiW  6,  1986.  Th«  rspcrc 
which  follow!  Inoludti  the  remits  of  the  iubject  exuniaAtloa 
together  with  the  verification  proceduree  uied  in  the  conduct  of 
the  e&tminatioa. 

Scope  of  the  gxanlnatifln 
The  soope  of  the  exjwlnetloa  included  «  review  of  the 
flnanciel  reoorde,  cooflriMitlon  of  outetandihfl  lovie  and  fund* 
borrowed,  examination  of  benX  reoonoileraentf ,  verification  of  the 
accuracy  of  istereit  and  expenae  accrual!,  and  a  (general  review 
of  internal  oootrol. 

Sumnarv  of  Tindina. 

The  review  of  the  fiaanoial  poaltion  ahowed  continued 
growth  in  earniaga  and  in  total  aeaeta. 

Review  of  the  funding  of  the  loan  portfolio  at  the 
examination  date  ahowed  that  maturing  depoeita  and  borrowing! 
exceeded  maturing  loan!  by  167,484,396  and  the  authorized  limit 
by  $43,484,396. 

The  'average  maturing  depoeita  and  borrowing!  for  the 
•ix  month  period  -esding  with  the  exlmination  date  exceeded  the 
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Mwnorandum  -  Mr.  Reoato  QuadAgnlnl 
Atlanta  Xudit  -  Pag«  2 
r«bniary  4<  Ki? 


4Uthorli«d  limit  of  112,500,000  by  $10,408,097.   Thi«  waa  auba.- 

quantly  oorraataA  by  obtaining  an  inoraaM  in  tha  \inix.  to 
$25,000,000. 

Tha  account  with  Morgan  Quaranty  Truat  Co.  waa  ovar- 
drawn  on  Morgan'!  booka  by  $3,1(5,69}. 37  du«  to  a  non-racaipt  at 
a  cradit  for  $4,400,000.        .       ■  , 

Soma  intarnal  control  dafiolanoiaa  vara  noted. 

Ravlaw  of  Financial  Raaulta 
Tha  nat  profit  of  tha  branch  waa  up  by  $536,771.00  aa 
cf  tha  eloaa  of  buainaaa  en  tha  exaoination  data  ovar  tha  corapa- 
rabla  date  ia  19IS.  h.  (4%  inaraaaa  in  aiaata  ovar  tha  prior  yaar 

and  a  lower  intaraat  coat  e£  borrowed  fund*  %fere  ratpenaible  for 
the  higher  earnings. 

Intarnal  Control  Ravlav 
A  general  review  of  internal  control  waa  made  during 
tha  oouraa  of  tha  eyami nation.   Controla  reviewed  appeared  to  be 
a^aguata,  although  the  fellewlng  defleienelea  were  noted. 

Daaeriptieaa  ea  accounting  entries  need  laprovaiMnt  to 
Qlaarly  explain  the  nature  of  tha  entrlee. 

It  was  noted  that  aeeouatlag  entries  were  being  changed 
in  tha  computer  entry  reon  by  tha  data  Itvput  clerk.  The  ehangaa 
%iere  aet  laltlaled  by  a  supervisor  and  no  explanation  waa  made  on 
the  entry  to  justify  the  cb^ge. 
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Hr.  Raoato  OuadAynini  ^. 

fe  -  Pag*  J 


Ttui  Ag«acy  Kanagamant  proolaad  that  oocraativa  aotion 
would  ba  taltan. 

Dua  rrow  laaXa 
Ravlaw  of  tha  raooneilaaaata  of  all  bank  account! 
■bowad  that  thay  vara  baing'  prapartd  on  a  tljnaly  baali  and  al. 
racondllng  itana  vara  racaivlng  attantlon.   All  raconcilamancx 
wara  baing  raviawad  on  a  continuoua  bails  for  control  purposai  by 
tha  op«ration«  offioar. 

Tha  account  with  Morgan  Guaranty  Truat  Company  waa 
ovardrawn  by  »3, 155, 893. 21  on  tha  book*  of  Morgan  Guaranty  Truat 
company  at  tha  laat  raconcilanaat  data  (Kay  31,  19>6)  prior  to 
tha  anamination  data . 

•tha  ovardraft  waa  eraatad  by  tha  non-racalpt  by  Morgan 
of  a  oradit  from  tha  Bank  of  California  la  tha  amount  of 
14,400,000  and  non-raoalpt  of  1562,494.53  In  payinanta  by  Banijua 
KISR.  The  fundi  from  tha  Bank  of  California  wara  raoaivad  on 
June  2,   I9a«  ale»rlng  tha  ovardraft. 

cenflroatlon  of  tha  balanoaa  on  dapoiit  with  aaeh 
dapoiltory  bank  wai  raquaitad  a*  of  the  oloaa  of  butlnaii  May  31, 
1986.  Tha  raiulta  obtalnad  are  iaeludad  in  tha  eonflnnation 
lunnary  of  thli  report. 
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Hemorandun  -  Mr.  Ren«to  QUAdagninl 
Atlanta  Audit  -  Page  4 
February  4,  19 87 


R<vltw  of  tha  Loan  Portfolio 

The  loan  portfolio  and  tbm   r«lat«d  funding  was  raviawtd 

during  the  courae  of  the  exaaination.  The  itruoture  of  tha  loan 

portfolio  ifl  ahown  in  the  following  ccnparative  aujnmary  of 

I>oaitione  ocourring  on  the  examination  datea  apeoifiiid. 

(000  omitted)  June  6.  1986  Auquat  16.  1985 

United  State!  $157,861,213  $l5i.i87,222 

Mexico              ••  65,748,538  46,438,475 

Oreeoe  636,269 

Spain  749,481 

Czechoalovakia-  2,714,535  4,291,995 

Yugoalavia              .  57,985,433  30,883,789 

Portugal  49,966,248  56,697,422 

Eaat  aemany  7,005,204 

Iraq  162,431,898  11,477,473 

England  250,000 

Turkey  101,891,911  73,864,741 

Iicael  3,268,553  11,289,133 

Indonesia  81,942 

Hungary  40,486,111  30,849,794 

E^t  24,352,968 

Italy-  209,619 

Korea  5,290,045 

Romania  JfJifi^iW  

8693,055,901  1450,502.940 

■isa«OTara«ra  ■■■■■■■■■■■■ 

The  Inereaae  of  65%  in  the  loan  portfolio  waa  nainl: 

due  to  Connodity  Credit  Corporation  financing  tranaactiona  wit 

Zraq.    Theee   tranaactiona   amounting   to   an   increase   o 

tlSO  954,425  over  the  amount  outstaitding  at  the  previous  examina 

tion  date  are  98%  secured  by  the  Connodity  Credit  Corporatio 

(CCC). 

payoMnts  due  from  Banque  MZSR  amounting  to  8562,494.9 
were  peat  due  at  the  date  of  the  examination  but  ware  racaiv* 
subaequently* 
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Kemoranduni  -  Hr.  Ranato  0u«4«gnini 
Atltnct  Audit  -  Pag«  3 
Fttbruary  4,  1987 


Th«  Atlanta  Aoancy  1«  authorlaad  to  grant  and  approv* 
llnM  of  CMdlt  up  to  $750,000.00  whlU  the  Regional  Man*9«««nt 
which  •uperviaei  north  Anerloan  Banlca  ia  authorited  to  approve 
linea  up  to  $4,000,000.  All  other  lines  of  cradit  muat  be 
approved  by  the  Head  Office  in  Rom.  Linea  of  credlta  of  cradit 
to  banka  are  reviewed  and  granted  by  the  Head  Offioa.  Lo«na  to 
banJca  in  foreign  oountriea  which  do  not  have  currant  linta  of 
cradit  are  approved  on  a  traneaction  by  tranaactlon  baaia  by  the 
Head  Office.' 

Confirmation  retjueata  were  mailed  to  all  borrowara  aa 
of  the  clcae  of  buelneaa  June  6,  19fl(.  Results  of  the  verifica- 
tion of  loan  balances  is  shown  in  the  Confirmation  Sumary. 

Review  of  borrowers  aooounts  for  eolleetlbility  of 
outstanding  principal  and  interest  showed  that  all  loan  accounts 
were  current  at  the  esualnetlen  dete. 

Funds  Borrwi^ 

The  Atlenta  Agency  ia  reaponalble  to  fund  their  loan 
portfolio  by  competing  in  the  Money -Market  for  funds.  The  Agency 
deals  primarily  in  the  federal  funds  market  but  also  has  backup 
arranaamants  with  Morgan  Ouaranty  Trust  Company  to  supply  funds. 
The  Agency  may  also  borrow  funds  from  ether  ML  branches  when  it 
is  advantageous  to  do  so. 

Branch  manegement  monitors'  the  average  Interest  spread 
on  loans  oyar  the  cost  of  funds  on  a  daily  basis. 
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Manor andura  -  Mr.    RaoAto  QUAdagnlAi 
Atlanta  Audit   -  Pa?*  fi 
rebruary  4,  J.987 


Fund*  borrowad  by  thm  Atlanta  Ag«ncy  to  fund  tha  loan 
portfolio  aaountad  to  ITOa.e^l.lT^  which  rapratantad  a  64% 
Inoraaa.    ovar    tha    fund«    borrowad    at    tha    data    of    tha    praviou, 

axanlnat,lon  Auguat  16,   1985. 

Sourcaa    and    anouata    of    outatandlng   borrowad    fund,    at 
tha  cloaa  of  bualnaaa  Juna  6,' 1986  la  shown  In  tha  following  ' 
ichadula. 
fiaUaaSi-pSm  Juna   6.    1986  Auqmt  16.    19as 

H.O.,    Branchaa  6  -  Tara    '  $   30.428,696  $   23.854,836 

gubaidlariea  -  Ovarnlght         23,760,045  5,779,451 

Foraign  fianlca         -  Tans  106,500,000  88,500,000 

-  Ovarnlght  3.012,619 

CoBtaatlc  Banks       •  Tara  111,967,481  .  76,610.491 

-  ovarnlght  1,000,000 

BML  ZBF  •  Tara  145,500,000  37,100,000 

Dua  to  Other  IBF  -  Tara  142,949,486  136,174,229 

•  Ovarnlght         64,500,000  75,000,000 

T/D  in  rgn  Curr    -  Tara  S23S.46i  5.053.423 

$703,841,176        8451,085,039 

It  waa  aetad  that  tha  total  aaturlng  daposits  and 
borzewlngi  for  tha  1-30  day  eatagory  axoaadad  aaturlng  loana  by 
867,484,396  on  tha  axaminatlon  data.  Thia  axoaaa  waa  abova  tha 
authoritad  linlt  of  825,000,000  by  842,484,396. 

Za  addition  tha  avaraga  of  maturing  dapoaita  and 
borrowings  for  tha  aix  month  pariod  'anding  on  tha  axanination 
data   waa   822,908,097   axoaadlng   tha   authoritad   limit  ci 
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112.500,000  by  tl0,40«.097.  Hewaytr.  tb«  Ag.aoy  had  tppli.d  for 
an  iaeraaae  In  tha  limit  to  125.000,000.   Tha  incraaie  wag 

aubaaquantly  grantad. 

Conflr»ationa  wara  mallad  to  til  laadara  of  fundi  to 
tha  Atlanta  Aganoy.  Xaaulta  o£  tha  varlficatlon  of  outatanding 
borrowlnga  ara  ahown  in  tha  oonfiraation  tunrotry  of  thii  raport. 

Aeeruad  fctn^nttl 
Cartaln  major  axpanaai  luoh  ai  rant,  aalariaa,  p«rion- 
nal  axpanaaa,  maohina  rantala.  and  maintananca  ara  tccruad  and 
axpanaad  on  a  dally  baaia.  Tha  Kanaganant  authoritaa  tha  orlgi-  ' 
nal  liat  of  dally  axpanaa  acoruala  at  tha  atart  of  tha  yaar.  ' 
Subaaquant  ehangaa  to  tha  authorlxad  azpanaa  acoruala  must  ba 
author  is  ad  by  (Unagamant. 

Bxpanaa  aoeruala  wara  taat  ehaekad  for  adharanca  to  tha 
annunta  authoritad  by  tha  Naiugaaant  and  for  raaaonablanaii. 
Mo  axoaptlona  wara  notad. 

Aeoruad  Intaraat  Racaivabla  and  »«v.b|. 

Aeoruad  intaraat  raeaiyabla  and  payabla  wara  axhaua- 
tivaly  taat  ohaekad  to  datarmina  that  tha  anounta  baing  tccruad 
a«  Intaraat  Ineona  and  intaraat  axpanaa  wara  acourttaly  atatad 
and  tha  baaia  uaad  for  accruing  Intaraat  waa  conaiatant  with 
raoognliad  aooountlng  procadura. 

Mo'axoaptiona  wara  notad.  . 
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Mamorandun  -  Mr.  RaoAto  QuadAgnini 
Atlanta  Audit  -  Pa?*  I 
rabruazy  4,    19B7 


Tlaa  Dapo«H.«   4,n  yoralgn   ^^rrBngltl 
Tina  dapoalta   In  Dautaoha   Karka   and  Swiaa   Franct  w«ri 

placad  with  tha  Haw  York  Branch,  tha  Zurich  Branch  tnd  the  Londo; 

Branch  to  hadga  loana  placad  In  tha  aaoa  foraign  curr«nal«i. 

Conflmatlon    raquaata    wara    aant    to   thaaa    branch««    t 

varify    tha    datalla    of    tha   dapoalta.      Tha   raaulta   obtainad    »r 

Included  In  tha  Confirmation  Suinniary  of  thla  raport. 


Confirmation   Sufmarv 

tanaral  Ladoar  Kallad  Raoaivad 

DaacrlPtloKi^         ^o^        tBS}iSil  K2i.  Amount 

$87,620,294   100%   lOOt 


Pereentaa^ 


Unaaourad  Loana 

Don.  Cuatomaca    13  I  e7,«20,294  1 

Unaaourad  Loana 
Fgn.  Cxiatontari 


Partlclpatlona 


1 
9 


Unaaourad  Loana 
Banka  It 


550,000 
(9,690,919 

22,935,879 


Loana  Saeurad  by 

Dooa.  «  Ncdaa.    31   498,857,699  1 


Tara  Zntarbank 
Landing  4 

*Dua  7roa  Fadaral 
Itaaarva  Bank      1 

*Oua  rroa  Banka    8 

•Dua  to  M.Y. 
Branehaa  1 

Unaaourad  Loana 

r«n  Konay  6 


15,514,757 

2,048 
1,959,856 

2,596 

5,337,946 


550,000 
«9, 690, 919 

3,565,131 

302,983,507 

1,166,423 

2,048 
1,933,897 

2,596 

5^237, 946 


100%  loot 

100%  lOQi 

56%  161 

76%  61' 

50%  I' 

100%  100 

75%  99 

100%  100 

100%  IOC 
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4^-^ 


Tarm  Borrowing 
rroa  H.O.,  Br. 
&  Sui).ldiari..     2  S  40M2S.696   2  |  40,428,696   1001  100% 

Tttm  Zntarbank 
Borrowing  froa 
ran.  Bank«        17   106,500,000   15    96,500,000   8Xt   9n 

Tarm  Zntarbank 

Borrowings  Cron 

Don.   B*n]ta  15       181,967,488     14     .175,967,488       93%       97% 

Tarn  Dua  to 

»^  "'  1   145,500,000   1   145,500,000   100%  100% 

Tarn  Dua  to 
.Othar  ZBr 

Tima  Dapoaiti 

la  rgn.  Currancy   3  1  5,235,461   3  I  5,235,461-100%  100% 

•  As  oe  May  31,  1986 


Coafinnationa  Mot  Bje«tv^ 
Sxtanaiva  oonflraation  work  hsa  raaultad  in  the  ra- 
•pbnaa  ihowa  In  tha  praoadlng  schadula.  Tba  borrowara,  landara, 
and  dapeaitora  liatad  balow  did  not  raapoad  to  two  raguaita  for 

oonfizBatlea  of  eutataadiag  balancaa. 

Dapesitery  BAnk«  Balanea 

H9^  Bf IWn^nq  Juna  6.  l^g< 

Cltiiaaa  tad  Southam  Bank,  Atlanta,  Q«.      |     1,016  67 
Jugobaaka,  Haw  tork  24,941.94 

pafrawara  Mot  Raipondina 

Rafidaia  Bank,  Baghdad  3,071,444.88 

Maoioaal  rinaaeiara  B.A. ,  Maxioo  164,607.10 

Koraan  Davaleprnant  Bank,  Saoul  5,290,044.69 

Turkiya  Za  Baakaai  A  i,  Ankara  8   700,000.00 
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Wttioranduin  -  Mr.  Kaiuto  QuAxlAgnini 
Atlanta  Audit  -  Pags  10 
fabruary  4,   1987 

Baobarvka  Beogradaka.  Aa  Ban3ca,  fciibofi  $  4,752  345  79 

Banco  Nazlonala  Ultramarino,  Liabcm  17 i 954 '304  18 

Rafidain  Bank,  Baghdad  133!o8i!q96  5S 

Rafidain  Bank,  Baghdad  26'279'3S6  45 

Romanian  Bank  for  Foraign  Trada,  Buaharaat  13 ! 807 1 088 !  18 

Landari  Wot  Retpondlnq 

Ufficlo  Italiano  Dal  Canibi,  Roma  11,708,026.93 

Sumitomo  Bank  Ltd.  Naw  York  5 1 000 ' 000 ! 00 

.Kanaaalaa  Oaaki  Pankl  London-  • 5,00o!o0o!oo 

Induatrlal  Bank  of  Japan,  H.Y.  6  ,000,'oOo!oo 

Induatrlal  Bank  of  Japan,  N.Y.  4, 00o',000.00 

Sumitomo  Bank  Ltd.,  N.Y.  12,000,000.00 

Cradito  It&llano,  N.Y.  $  2,500,000.00 


334 


245 


BANCA  NAZIONALC  OCL  LAVORO 


LUIGI  SAROELLI 


20  ^  \\^ 


BANOk  HAZtOHAUC  OCL  UAVi 


Kr.  Chrli  Orogoul 

Bancs  Naxlonalc  del  Lavoro 

Atlanta  Branch 

Cas  Light  Tower 

235  Peachtre*  St..  H.E. 

Suite  2000 

Atlanta  CA  30303 


Dear  Mr.  Drogoul: 


October  3.  19M 


Dlrcztone  Ccatrale 
lapettorato  «  Slcuretta 
e/o  Dote.  Luclo  Co/stantlnl 
MT  (by  hand) 

Regional  Auditor, 
New  Tork 


I  enclose  hecewlch  a  copy  of  two  meaoranda  which  because  of  the 

sagnltude  of  the  anounts  Involved  and  the  aerlousncis     of     the 

findings  have  been  sent  to  ne  by  our  Keglonal  Auditor  on  a  Interim 
basis. 


On  a  personal  level  I  auat  say  that  I  was  shocked  and 
dlsaayed.  Clveo  the  extreme  accessibility  with  which  I  sake  myself 
available  anytime  of  the  day  (and  the  alght)  to  whomever  officer 
of  this  Area  asks  for  guidance,  I  would  hava  never  expected  that 
such  a  situation  exist  in  the  Atlanta  Agency. 

But  then  the  question  comes:  how  can  anyone  lend  guidance 
to  people  who  evidently  do  not  wane  to  b«  guldedT 

Klvertlng  to  officialdom  I  bellev*  chat  your  explanations 

of  the  elrcumastances  which  prompted  Che  existence  of  so  many 

unacceptable  exceptions  are  needed  with  Che  outmost  urgency.  Tou 

undoubtedly   reallae  that  la  certain  cases  Executive  Committee 

Resolutions  have  been  defied  (the  Bead  Office  letters  dated  Feb. 

18    and  May  30,  1988  on  Carglll  have  not  even  been  answered) 

whereas  "country  risk  exposures",  the  domain  of  our  Board  of 

Directors,  seems  to  have  been  exceeded  out  of  any  proportion 

with   the   amounts  authorized.  I  suggest  that  you    prepare  a 

memorandum  of  explanation  touching  'upon  all  th«  topics  contained 

in  the  Regional  Auditor's  memoranda,  so  Chat  It  can  be  discussed 

at  a  meeting  with  me   to  be  held  on  Friday.  October  7,  1988,  In 

Hew  Tork,  .Bank  premises  7th  Floor. 

i   ,      ■ 
Slv  :erely,  . 
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K»dOlTtar 

.pt>kCKT«ita»<n«aMuoKTTO¥«tR-Buin  tooo  Rotu-fiMy 


Ociooer  6,  1988 


Dr.  Lulal  Sirdelll 

Reglonjl  Manager 

Regional  Management,  New  York 


Dear  Or.  Sardelll: 


Thank  you  very  much  for  your  memorandum  dated  October  3rd  regarding 
the  exceptions  niintloned  by  the  regional  auditor  during  his  recent 
inspection. 

Without  equivocation,  I  can  say  that  the  exceptions  noted  by  Mr. 
Messere  and  his  staff  are  essentially  correct.     A  reply  to  each 
item  1$  addressed  individually  in  the  attached  addenda.     However, 
I  do  believe  one  should  put  this  entire  matter  In  perspective. 

The  Atlanta  branch  is  composed  of  19  people  who  are  stry  service 
oriented  and  conmitted  to  the  development  of  BML.    Through  their 
collective  efforts  the  branch  has  generated  net  profits  of  USD 
7,423,146.93  in  the  past  3  years,  and  at  the  same  tiae  replen^sheo 
the  original  capital  base.    Total  reserves,  capital  and  year  to  date 
profits  total  USD  9,423,146.93.  ,  . 

In  adoition,  the  quality  of  assets  developed  anp-^jlnuined  by  the 
Atlanta  oranch  are  generally  speaking  the  envy-of  our  competitors.    We 
have  no  oad  loans  or  classified  debt,  and  the  corporate  and  correspon- 
dent relationships  developed  over  the  past  five  years  could  be  con- 
sidered to  fom  a  part  of  tne  new  foundation  our  bank  needs  to  be 
competitive  In  the  United  Sutes.    This  said,  we  in  Ailanu  are  not 
without  faults.^ 

Over  the  past  3  to  4  years  we  have  grown  dramatically.     In  the  woros 
of  one  of  the  ftH<Tnrt,  AtUn;?  has  the  same  ^taff  l^vel  ef  Chlfago 

hut  ten  times  the  volume  of  transactions,. Certainly  tnls  generates 

increased  profits,  but  it  aTsb  places  stress  on  a  valuable  group  of 
people,  who,  because  of  volume  and  lact  of  organiiational  gu1dince_ 
from  Head  Office  and  Regional  Kanagemtnt  have  become  somewhat  alsorga- 
nlzed.  "  ■ 
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Thus,  posUngs  of  luDilltleJ  wan  t>«1ng  oone  on  t  delivM  r,,.i.      . 
xiMll  ,rpori  occurred  involving  letieri  of  credit      Thl^m?!*^*  *"** 
h«j  not  bean  centralized  for  eisy  access  of  cerwin  JorJIII"'  *r'«™ 
exception,  have  been  noted,  slgn^ffymrthn  "    f    d?? S^If  Iw  '^.T"'        ' 

"'•"^"  "•""♦    This  U  notTTRmeW^etftfl  d^or  aK    h-^      II 
nereljr  an  observation.  •  •  '    »  a.iorg»nutd,  out        ]| 

Finally,  there  1$  a  subject  noted  oy  Mr.  Hessere  that  cftnr.,.«, 
greatly.     In  several  Instances,  the  aud  tor    pSintJd  o5?  tJ."  wT% 
exceeded  certain  .limlis.  whether  for  the  purchase  of  liluli.:  A  ^''.^     , 

s:!d's?f5;:!^" "  '^^^^^^ "  ^-^t;g^;;5;r;1;f,:^^;?:f^^^-^;- 1 

problem  attributable  to  the  response  time  needed  trli,  wiL  n/zt"*""  •  1/ 
Regional  Management.  dlsoroanlzStlo;  'TL^Il^r!!/;^  "'  ?  O'f <«  or  I 
.no  also  due  to  the  n^^rtr7;7FjThF5id«f?57^  , '' 

When  one  1$  told  by  the  treasury  department  of  General  Motors 
Corporation  tnat,  tlthouoh  kAk  rated,  BNL  1$  not  an  accMtJhi.  ^..^  . 
confln.  a  sight  letter  o?  credit  advised  In  ItJ  f "or  "  d  J    ,  ^"'  " 
Soclete  Generale  must  confirm  our  risk  before  W  wlllarr.nrl-  ,./  i,  • 

from  us;  when  Boroen's  treasury  d.partineJt  uaSs  tl  t  u  Si,    Jo    SS      ^'' 

business  with  our  New  York  oranch  as  a  result  of  tfle  .ifJ.Jl    n«  w"     

ceruin  transactions  over  the  past  2  yea",  jt  i,*?  el  *w  f  i  ',  ', 
bank  have  laage  problM$...and  therefore  t,%ry  relationship  whlcJeSt 
has  pust  be  cultivated  and  nurtured.    Treasurers  ana  ca  h  maJIgSJ,    *• 
ulk  amongst  themselves.  .    '"«"«8«'^» 

Thus  the  rationale  for  trying  to  Inform  Carglll  in  an  acceotaole 
manner  that  Us  Dorro-lng  faclllv  needs  to  be  reduced  to  j  7S  «,iw«- 
from  S  125  Billion,  rather  than  flaming  tne  order  oScaJalll'jilk 
causing  the  reflexive  inoughi.  •!  wonoer  what  is  going  on  ,t  sJl        * 
we  doubled  our  profits  this  year;  our  balance  sheet  ij  TtrSJolr 
but  our  line  has  been  reduced."  stronger... 

« 
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.«AZtOi<ALB  OBL  LAYORjD 

Mr.  L.  Strdelll 

Ocwber  6,   1988  • 

Pige  Thrae  • 

Exceeding  the  limits  assigned  to  us  by  Rome  1$  alio  a  grave  cnattBr 
and  here  I  refer  to  BNL  Atlanta's  exposure  to  8.A.O.R.    .Yes.  li.iti 
were  exceeded,  principally  because  of  confution  between  Roma  and       n 
Atlanta  over  what  indeed  had  been  approYe<r  •-—    If 

When  letters  of  credit  are  telexeo  to  us  in  the  course  of  our  dallv 
activity  by  foreign  banks  Involved  In  the  C.C.C.  program,  for  our 
customers,  we  have  a  choice:  either  to  advise  the  credits  and  solicit 
approval  from  Rome,  or  to  return  the  credits.    This  latter  action 
slows  down  the  export  process,  enervates  the  foreign  Institution    and 
above  all,  aggravates  our  customers.    In  the  past  we  have  imediately 
notified  Rome  that  we  are  In  receipt  of  letters  of  credit  from  a  oar- 
tlcular  bank  for  our  customers,  and  if  appropriate  have  requested 
approval  to  handle  these  Items. 

Since  In  many  cases  a  formal  request  BUii.oe  presented  to  our  Board  of 

Directors.  6-8  weeks. can  Eaj$_eefj)re.«.piectlsrpapef"lands"1n 

Atlanta.     Z/Ci  cannot  sit  In  a  bank  unattended  for  Biore'ihah  Vfew 
days  and  so  we  have  in  the  past  telephoned  Rome  for  Its  opinion  as  to 
whether  i  particular  Halt  will  be  approved,  and  generally  If  the 
Indication  Is  positive,  we  have  proceeded  to  Issue  the  l/c's      The 
difficulty  with  B.A.O.R.  Is  that  with  the  dissolution  of  S.a'i 
positive  Indications  from  Rone  were  not  converted  Into  approval's      And 
so.  we  nave  learned  our  lesson. 

We  Bust  rely  strictly  on  pieces  of  paper,  but  yet  In  turn  we  must  find 
an  efficient  loechanlsa  to  speed  C.C.C.  approvals  (which  Is  essentially 
U.S.  government  risk)  In  order  lo  continue  our  lucrative  trade 
activities. 

Mr.  Kessere's  visit  to  Atlanta  was  long  overdue  and  welcomed,  for        j 
apart  from  the  exceptions  noted.  It  provloed  us  with  the  organiia-       I 
tlonal  guidance  required  to  review  our  operations  ano  administrative   * 
procedures.    The  auditors  provided  us  with  reconinendatlons  enaoling 
us  to  conform  to  the  guidelines  esuoHshed  In  Rome.    Far  from  being 
upset  with  the  findings,  I  aa  grateful  for  his  visit. 

Ky  regret  In  all  this  1$  your  memo  Indicating  personal  dismay,    -^-^^f'^'  '  '"' 
Although  we  are  hardly  perfect  people  here  In  Atlanta.TTiTleve  you 
know  that  our  activities  are  underuken  for  the  development  of  the 
bank,  with  caution  and  care.    While  I'\ may  disagree  with  some  of  your 
methods.  I  largely  applaud  yotir  goals  1  and  would  IhereforrnoTTnlh" 
to  loose  your  trust  and  confidence.     \ 

Attached  are  our  replies  to  Hr.  Messere's  comments. 
Best  ^regards,  I  »',.,» ;.*j-.  ,^ 
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>amcaKaxiokali  del  Layoko 


Hr.  L.  Sirdtlll 
October  6.  1988 
Pige  Four 


ADOEHDUH  A 


-  KeoordnduB  dued  23  September  1988  - 
A.    Contingent  tccounting  intrtes  not  oelnfl  posted  on  »  tifflely  Dasf, 

We  have  Instituted  i  system  to  ensure  thit  intrf..  .... 

the  tine  .dvlces  are  mined  to  L/C  bjneflcilfiet    .m%S*"«^  " 
*re  reauced  upon  negotiation  .nd/5r  «  o  'Jf     e  ^  'r^'J 

credit.    This  system  1,  ,1«lUr  to  tha?  employed  .rSySranch 

'•    J.l;;irtrST^^"  *'°^  '^  •^*'^*"^«  »^  *"^«-^  -o«  «egfonal 

This  Issue  was  discussed  last  Novemoer  4t  which  tfm.  w.  «- 
the.utomoone  leases  to  Head  Office  .n;\uow{«lJnalM«'" 
We  nad  written  «  nemo  to  Kr.  Barsoom  axnliinin^.r.:  ?««?** 
Regional  Manager  had  olven  «,  tEr^rb'  ?\'  p"      .^       Jl  '    r'JSfii 
•Fora  tnd  replace  It  with  leased  luioffloDlles.  ^ 

C.    Undeired  cash  advances  totalling  J  12.450  given  to  branch  manager. 

•  These  advances  consist  of  funds  given  tne  oanager  over  th.  n»tr  la 
months  to  cover  cash  expenses  (trios,  taxi  farl*    III \       ^y  I  ^^ 
expenses)  Involving  business  ttlps^     no"!  In  "  ;  ^e"I  a'S  r  S''' 
•      aeetlng.    These  will  be  cleared  by  30  Moveoblr  SI.  ^"^  * 

0.     In  1985-6  we  received  from  Servlzio  Imnoblllere  an  approval  for 
•the  purcnase  of  furniture  In  connection  with  our  expaSJiw      We 
have  not  been  «bl«  to  find  the  approval  In  our  recofJJ  dS'wII? 
forwarfl  It  to  the  Regional  Auditor  shortly. 

^-    "5  ?&\  ""'S**""^  approval  could  be  found  for  the  expenduure 
cJrIsw"  igS?!"""'^"*  Chocolates  sent  to  customers  during 

In  Octooer  1987  »e  forwarded  to  Rone  a  request  to  spend  circa  J800 
for  chocolates,  as  requlrea.    We  received  no  reply  ?o  our  request^ 
.    but  with  ChrlstiTias  upon  us.  the  chocolates  were  sJnt  out      We  !  11 
\>i  send  any  gifts  of  tnis  sort  again  without  approval. 

F.'  tntrade  collateral.  • 

The  collateral  was  received  on  Septemoer  28th,  1988  ana  uoon     ' 
receipt  of  1987  financial  data,  our  renewal  proposal  will  oe 
sutnltted. 
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-XCANAXlOKALa  Bit  LaVOIU> 


Ml*.  L.  Sardelll 
October  6,  1988 
P«9«  Ffva 


AOO£MDyM  B 


••         '"*""»'•"<'""' ««ed  27  September  1988.' 
A.  Credit  Hnes  fn  excess: 

facility 

n     r^rnni  puts  land  fnn 

■  "      lo'SiSssfr"'""  ■■".000.000 

the  comoanv  t)-^;^.,— -  .'-'''"""lOOO-     On  October  3rd  w.  <-/ 


the  cW^'ri  tr         ,rtJarouTf?°?H  °"  0«°°er        ^  *{„S; 
Hn.ited  to  J  75  -inroJ'jJrXr'jilj;:^  °'  '  "^  "tlHo'n^ilr 

2)  Bank  of  China    -   40.000.000 

u.  «  K  4  J  33.000,000 

«.  .H„.„  .pp.,,.,  .„;iJ;  .S|;?|-;;.t.|..  « j;o^;;tj:|.!Jr 

4)  Union  Bank  of    -  7.000  000 

.  .  Finland  '.wo.ooo  7.643.000 

This  transaction  Involves  our  customer  n-ne 
When  the  total  amount  convJrtea  JS  Ster  „;"t!!  n"^  *"  'P^'^nt, 
can  exceeds  our  approval  oy  J  643  000   il^  "  V*^'  «on*rs  the 
14.  1988  we  will  nS?  requl?J  J^Sewif^Sf  tSe  ^c'l"mj:.°"  ''"'^'"'=«' 

5)  Credit  l^onnais      ,  0 

3,570,000     f 
This  transaction  was  entered  Into  with  tk.  .  *  " 

appfoval  would  be  forthcoming  ""heS'5'''!""2*"Jr''^"9  th,t    • 
13.  IW8  before  thl,  approva?  arrlJed!^  "   "'^^^  *'"  September 
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4<AZIOKAL8  DEL  LaYOKO 


Hr.  L.  S«rde111 
October  6,  1988 
Page  Six 


ADOEMOUM  B  -continued 
KeaortnduB  dated  27  September  1988 


6)  8.A.D.R. 


Rone  Informs  us  thjt  total  lines  established  for  AtUnta  branch 
In  favor  of  B.A.O.R.  amount  to  $  196.2  million  with  on*  or«S    \ 
of  J  15  minion  under  discussion.    Our  curren!  JxposSJe  SnT*' 
30th.  1988  win  be  approximately  J  213  mill  Sn  Sm      '.J^V S"*' 
above  the  total  current  approvals.  °* 

While  we  were  clearly  over  the  limit  established    the  out«r,„.,- 
balance  Is  reducing  quickly.     We  have  notif  !5  J  a!S  r°"J  ""?  J' 

If  you  wish,  we  are  able  to  sell  about  $  50  million  worth  of 
transactions  to  Fuji  Bank.  Perl..    This  bank  hii  .IpJJJJJd  I  - 

keen  Interest  In  purchasing  our  Algerian  C.C.C.  .assets! 


B.  Interbank  lines: 
Agreed. 

C.  2650  discrepancies: 

Ve  await  auditors  further  conaents. 
0.    Credit  proposals  not  modified: 

We  do  not  understand  jthe  cpnjient, 

C.    Brancn  authorizations: 

He  will  begin  to  prepare  credit  proposals  for  these  transactions. 
F.    Credit  Kanagen 

Agreed. 
6.    Operations  restructure: 

Agreed. 
tk    Centralization  of  Accounting  functions: 
'   *      Agreeo.  .  • 

*  •  ^     —     .^. 

•        .  '     208 
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banCa  nazionale  del  l>>voro 


is^m 


BANCA  MAZIONALE  OEL  LAVCRO 


*U01T0« 


Decemher  22,  1983 


AUDIT  REPORT 


TO: 


FROM: 


Mr.  Luigi  Sardelli,  Executive  Vice  President- 
Regional  Manager 

Mr.  Louis  N.  Messere,  Vice  President-Chief 

Internal  Auditor 


SUBJECT:       ATLANTA  AGENCY  AUDIT 

AUDIT  DATE:    September  2,  1988 

EXAMINERS:     Messrs:   Louis  N.  Messere,  Vice  President-Chief 

Internal  Auditor 
Christopher  Russello,  Assistant  Secretary- 
Deputy  Auditor 
Frank  Campagniolo,  Intermediate  Internal 

Auditor 


SCOPE: 


An  examination  of  the  Atlanta  Agency  was  conducted 
as  of  the  close  of  business  September  2,    1988.   In 
general,  the  examination  included  a  review  of  all 
major  areas  of  the  branch  including  lending  and 
credit  administration,  loan  processing,  invest-T.ent 
portfolio,  foreign  exchange  and  money  market  trading 
and  processing,  funds  transfer  payment  mechanisms 
and  related  communications  networks,  compensation  and 
investigations  cases,  deposit  services,  letters  of 
credit  and  acceptances,  sundry  and  suspense  accounts, 
correspondent  bank  reconciliations,  purchasing/ 
accounts  payable,  travel  and  entertainment  expenses 
and  a  review  of  income  and  expense  accounts.   Other 
areas  reviewed  included  collections,  fixed  assets, 
issued  and  unissued  checks  and  other  consigned  items, 
regulatory  reporting,  bank  security  and  mail  room 
procedures.   All  of  these  areas  were  analyzed  for 
conformity  to  existing  policies  and  procedures  in 
place  both  at  the  Agency  and  organizational  level 
as  well  as  to  generally  accepted  accounting 
standards  and  those  of  the  banking  industry. 

Compliance  and  substantive  testing  performed  consisted 
of  a  testing  of  transactions  including  examination  of 
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supporting   dccumentacioa    and    relaced   approvals,    review 
of   workflows,    physical    verification   as    applicable, 
review  of    the   extent  of   managerial   reporting,    and  other 
testing  as  deemed  necessary. 

In  addition,  we  made   reference   to  prior  published 
reports   of  our   external   auditors   and  regulatory 
examiners. 

The  exainination  was   conducted   by  Mr.    Louis  N.   Messere, 
Vice   President-Chief   Internal   Auditor  with  the 
assistance  of  Mr.    Christopher   Russello,   Assistant 
Secretary  and  Mr.    FranX  Campagniolo,    Intermediate 
Internal  Auditor. 


In  our  opinion,    based  on   the   audit   findings  noted 
during  the  examination,    the   Agency's  operations, 
accounting  and   internal  controls  were   found  to  be 
in  need  of   improvements   in  most  areas   and  our 
findings  were  discussed  at   length  with  the  Agency 
Management  throughout   the   course  of   the  examination. 
It  is   important   to   point   out,    however,    that  the 
Agency's   profits   through   8/31/38   as  compared  to 
8/31/87    increased   from   $1,363,967.51   to   $2,009,571.02, 
which  was   slightly  above   projections. 

Although  specific   recommendations   are  outlined  in 
the   attached  list  of   audit   issues,    they  are  briefly 
summarized  below: 

o     Agency  Management  and   staff  were  very  cooperative 
and  receptive   to   suggestions  made  during  the 
course  of  the   audit.      Delays,   however,   have 
been  experienced  in  the   receipt  of   requested 
details  and/or  documentation,   which  in  some 
cases  has  yet   to  be  provided.      These  experiences 
were  not  only  an  indication,   but  a  confirmation 
that  the  Agency  is   in  need  of  a  Senior 
Administrator  to  address   and  implement  the 
many  corrective  measures   suggested  to  assure 
proper  workflows,    to  attain  an  acceptable  level 
of  segregation  of  duties   and  to  minimize  risks 
that  the  bank   is  currently  exposed  to. 

o     Several  accounting  procedures  were  either  not 

being  followed  or  were  not  being  properly  handled, 
particularly  with  regard  to  the  booking  of 
Letters  of  Credit  contingencies,   accruals  for 
expenses  and   timely  recognition  of  L/C  commissions. 
The  Agency  was   also  crltized  on  the   first  subject 
In  prior  examinations  conducted  by  the  Georgia 
State  Banking  Examiners.      We   remind  the  Agency 
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to  adhere  fully  co  established  accounting  procedures 
and  to  request  in  writing  guidelines  from  the  Kew 
York  Branch  as  necessary.   It  is  also  recommended 
that  the  Agency  consolidate  all  accounting  functions 
under  one  person  to  properly  segregate  accounting 
from  operating  functions. 

The  accounting  data  preparation  and  its  flow  and 
input  into  existing  systejns  does  not  comply  with 
existing  BNL  practices  and  procedures  and  as  such 
is  deficient  of  sound  practices  and  controls.   As 
recommended  in  the  audit  details,  each  processing 
area  should  be  responsible  for  its  data  preparation 
to  be  submitted  to  the  EOF  cleric  for  input  to  the 
EDP  accounting  syst&m(s). 

Several  cash  advances  given  sometime  ago  to  the 
Agency  Manager  for  travel  have  yet  to  be  cleared. 
We  urge  resolution  of  these  items  by 
December  31,  1988. 

The  Agency  should  refrain  from  exceeding  approved 
credit  lines  and/or  from  initiating  activities  unless 
they  are  covered  by  properly  approved  credit  lines. 

A  Credit  Manager  should  be  designated  to 
centralize  maintenance  and  control  over  all  of 
the  credit  files  as  well  as  to  assure  that  required 
approvals  have  been  obtained  and  are  in  place, 
that  necessary  loan  documentation/collateral  is 
on  file,  and  that  the  credit  Line  information  on  the 
automated  systems  is  current  and  complies  with 
approved  customer  and  interbank  lines.   Furthermore, 
he  will  also  be  responsible  to  reply  to  "Rilievi" 
received  from  Head  Office,  for  which  the  Agency 
was  noted  to  be  procrastinating  in  their 
resolution. 

While  it  is  understandable  that  the  Agency  is 
undergoing  a  rather  difficult  period  in  order 
to  keep  up  with  both  the  Mantec  and  the  BNL 
systems,  continuous  efforts  should  be  made  by 
key  personnel  to  familiarize  themselves  with 
all  aspects  of  the  new  system,  in  particular, 
by  referring  to  the  system  documentation 
provided.   In  this  regard,  use  of  and  reliance 
on  the  official  automated  system  records  for  the 
Agency  is  essential,  and  adherence  to  BML  standards 
and  procedures  is  of  utmost  importance.  Therefore, 
use  of  internal  systems  developed  on  the  CPT  word 
processor  should  be  discontinued  as  it  represents 
a  duplication  of  efforts.  .The  Agency  should 
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rely  on  existing  systems  and  automated  reports 
as  they  represent  the  official  systems  of  the 
bank. 

3  Controls  need  to  be  stregthened.   Both  the 

Loan  and  L/C  processing  areas  currently  reporting 
to  the  Lending  Officer  responsible  for  generating 
"CCC"  financing  activities  should  be  reassigned 
under  the  Operations  Officer.   In  addition,  both 
areas  require  major  changes  in  current  worJcflow 
to  provide  for  improved  maintenance  of  files, 
better  segregation  of  duties  between  individuals 
and  also  between  processing  areas  to  strengthen 
accuracy  of  processing  and  consistency  of 
transaction  recording  by  allowing  for  both  a 
preparer  and  a  verifier/approver  on  all 
transactions,  to  assure  that  duly  authorized 
evidence  of  indebtedness  has  been  obtained  for 
all  loans  outstanding,  and  to  assure  that 
technical  requirements  related  to  the  financing 
have  been  fulfilled. 

o  Several  expenses  lacked  Head  Office  and/or  Regional 
Management  approvals  as  required,  particularly 
legal  expenses,  four  existing  car  leases  and 
an  extensive  leasehold  improvement.   The  Agency 
is  reminded  to  comply  fully  with  established 
policies  and  procedures  and  approval  requirements. 

o  fi   record  retention  program  should  be  initiated 
and  all  vital  records  must  be  microfilmed  as 
recommended. 

o  Noted  exceptions  related  to  the  classification  of 
IBF  transaction  should  be  corrected. 

Following  receipt  and  review  of  the  attached  report, 
which  includes  audit  findings  and  a  detail  of  suggested 
procedures  to  enhance  the  current  environment,  the 
Atlanta  Agency  Management  should  formally  respond 
to  the  audit  recommendations  and  comments  by 
January  31,  1989  and  they  may  contact  us  should 
they  need  any  clarifications. 


OC 
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BANCA  NAZIONALC  OCL  LAVORO^bSv^^J%J^ 


8ANCA  NA2IONALC  OCL  UKVOIWJ 


July  26,    1989 


Hr.   Christopher  Droqoul 

First  vice  President  and 

Manager 

Banca  Nazlonale  Del  Lavoro 

Atlanta  Agency 

Dear  Mr.  Drogoul, 

Enclosed  Is  the  report  oC  examination  ot   the  Atlanta  Agency 
recently  completed  by  our  Internal  Auditors  as  of  the  close  ot 
business  June  16,  1989. 

The  examination  which  included  primarily  a  Collow-up  of  the' 
previous  audit  as  ot   9/2/88,  to  which  your  reply  was  received  on 
July  20,  1989,  also  included  reviews  ot   selected  areas. 

Following  your  review  of  the  audit  report,  please  see  to  It 
that  each  recomniendation  and  comment  is  responded  .to  indicating 
corrective  measures  taken.  Your  response  should  reach  us  no  later 
than  August  31,  1989. 

Thanks  for  your  cooperation  and  remain. 

Very  truly  yours, 

BAMCA  MA2I0NALE  OBL  LAVORO 
KEW  YORIC 
REGIONAL  MANAGEMENT 


t  H.  Messere,  Pietro^^mbardi, 

Vlce/freildent-  Regionil  Manager 

IntWrAal  Auditor 


'4k^ 


;{^»*<i^ 


n  nxtST  9i«r  STBECT       •       NCW  YOW.  H.t.  iQOiS       •        (2i2)  9SI-07IO 


257 


SANCA  NAZIOMALC  OCL   LAV0«O 


■IL 


tuOl'O* 


TO: 


BANCA   NAZIONALC  OCL  LAVORO 

July  2«,  1989 


AUDIT  REPORT 


Mr.  Christopher  Drogoul,  First  vice  President-Atlanta 

Agency  Manager 


cc:   Messrs:    Pietro  Lombardl,  Regional  Manager 

Carlo  Vecchi,  Senior  Vice  President-  New  York  Branch 

Manager 
FROM:  Mr.  touis  N.  Messere.  Vice  President-Chief  Internal  Auditor 

SUBJECT:        ATLANTA  AGENCY  AUDIT 

AUDIT  DATE:     June  16,  1989 

EXAMINERS:     Mr.  Louis  N.  Messere,  Vice  President-Chief  Internal  Auditor 
and  Mr.  Sanuel  Kelly  Jr.,  Senior  Internal  Auditor 


SCOPE; 


iiOmC'>t*«.t 


An  examination  of  the  Atlanta  Agency  was  conducted  as  of  the 
close  of  business  June  16,  1989. 

This  examination,  which  included  primarily  a  follow-up  review 
of  corrective  actions  taken  subse<iuent  to  the  prior  audit 
as  of  9/2/88,  also  covered: 

-  A  review  of  account  reconciliations,  of  sundry/ suspense 
accounts  and  of  interest  receivable  accounts. 

-  An  inventory  of  all  Letters  of  Credit  outstanding,  as  per 
the  financial  records,  to  the  individual  folders  kept  by 
the  L/C  area. 

-  A  review  of  the  documentation  retained  with  regard  to  the 
Mantec  final  conversion  as  of  May  1,  1989. 

-  A  review  of  certain  expense  categories  and  specifically 
travel  &  entertainment  and  capital  expenditures. 

-  A  comperison  of  outstandings  transactions  versus  authorized 
credit  lines  and  compliance  with  established  position  and 
mismatching  limits. 

-  The  mailing  of  audit  confirmation  re<iuests  to  customers 
covering  all  outstanding  transactions. 

In  addition,  we  reviewed  reports  of  examinations  issued  by 
Peat  Marwick  Main  &  Co.  and  by  the  local  regulatory  bodies 
and  we  conducted  other  audit  tests  as  deemed  necessary. 


NCW  YORK  BRANCH  AT  ROCKCfCLLCA  POZA 
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OPINIOK: 


rn  our  opinion,  subsequent  to  the  audit  follow-up  and  a,  * 
result  oC  the  many  changes  recently  effet^n.^   i-k!.        * 
workflows  and  controls  of  the  Atlanta  AaenI J' hlu!  fP^^'^ion-l 
we  are  confident  that  they  Ku%'urtheJ'!;:p?o!;r:„irtS:*^- 
remalnln,  changes,  as  docus^nted  In  the  prior  audllreply 
are  fully  Implemented.  '^"Pi-Y, 

Although  specific  recoranendatlons  to  the  audit  findings  are 
outlined  m  the  attached  document,  they  are  summarized 
below:  ii*c« 

o  Agency  Management  should  correct  the  reported  credit 
utilization  excesses  and  obtain  the  required  collateral 
documentation  as  soon  as  possible.   Furthermore,  all 
excesses  should  be  formally  channelled  through  Regional 
Management  and/or  Head  Office  for  their  review  and  «- 
provai.  "••>•  i>^ 

o  Agency  Management  should  attain  a  better  segregation  of 
functions  covering  the  Letters  of  Credit  proces.in«  .rf. 
and  the  baclc-up  for  the  trader.   ''^^'•^   Processing  area 

o  The  Agency  should  make  every  effort  to  utilize  the 

►  r/^f.c.^''?"*'''. '^*''*^*''  '^''*"  Morgan,  New  York  for  all 
their  US$  clearings. 

o  All  operations  areas  should  comply  fully  with  established 
accounting  procedures  with  regard  to  the  timely  booking 
of  L/C's  liabilities,  the  loading  of  collections  and 
the  proper  classifications  of  loans  purchased  and/or  sold. 

o  Greater  participation  should  be  sought  with  the  Mantec 
Project,  particularly  In  the  expansion/enhancement  of  the 
L/C  system  and  In  the  review  and  eventual  Implementation 
of  the  Commercial  Loan  module. 

Following  receipt  and  review  of  this  audit  report,  a  draft  of  which  was 
provided  and  discussed  with  you  at  the  conclusion  of  this  audit  please 
forward  your  formal  response  to  the  specific  audlft-recommendatlons  and 
comments  by  August  31,  1989.  ^  ^ 
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BNL-ATLAMTA 
AUDIT  FINDINGS-GENERAL  COMMENTS 
AUDIT  DATE-JTWg  16.  1989 


AGENCY  MANAGEMENT  ISSUES 


1.  Given  the  size  and  structure  o£  the  Atlanta  Agency  there  remains  two 
areas  whereby  a  better  segregation  of  functions  can  be  attained: 

A.  The  trader  is  currently  backed  up  by  a  lending  officer  and  vice- 
versa. 

B.  The  Letters  of  Credit  processing  area  should  be  reporting  to  the 
Operations  Officer  of  the  Agency  instead  of  the  designated  lending 
officer  for  trade  finance.   The  latter  is  very  much  Involved  in 
the  day-to-day  operations  of  the  L/C  area.. 

2.  The  Atlanta  Agency  should  make  every  effort  to  utilize  the  New  York 
Branch  rather  than  Morgan,  New  York  for  all  their  US$  clearings. 

3.  Agency  Management  should  seek  greater  participations  with  the  Mantec 
project  tea«,  particularly  in  the  expansion/enhancement  of  the  L/C 
system  and  in  the  review  and  eventual  implementation  of  the  com- 
mercial Loan  module,  which  is  very  much  needed  by  the  Atlanta  Agency 
to  provide  better  control  and  flexibility  in  the  handling  of  CCC 
loans.   With  regards  to  the  L/C  system,  as  it  is  expanded  the  features 
currently  in  place  on  the  CPT  system  network  should  be  intergrated 
therein. 

AUDIT  FOLLOW-UP 

1.  During  the  course  of  this  review,  conducted  as  of  6/16/89,  a  review 
of  the  prior  audit  report  was  conducted  with  the  agency  management 
and  staff.   Corrective  measures  as  well  as  changes  in  procedures 
were  made  and  implemented  as  we  proceeded  through  the  report.   A 
formal  written  response  to  the  prior  audit  report  was  received  on 
7/20/89. 

2.  In  the  course  of  the  follow-up  a  number  of  issues  have  been  identified 
and  need  to  be  realized  over  the  next  few  weeks.   In  this  regard,  a 
memorandum  was  prepared  by  the  Internal  Auditor  and  addressed  to  the 
Agency  Manager  providing  a  description  and  responsibility  for  each. 
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LETTERS  OF  CREDIT  PROCESS TSG^COLLECTIOWS 

1.  In  reviewing  processing  for  letters  oC  credit.  It  w*»  ascertained 
that  *de<iu*te  controls  are  not  In  pl«ce  to  ensure  that  all  trans- 
actions are  recorded  In  a  timely  manner.   It  is  recomnended  th*t  a 
comparison  ot   credits  recorded  onto  the  on-line  systems  be  made 
with  outstanding  L/C  folders  on  a  regular  basis  (including  those 
Issuances  where  the  applicable  parties  have  been  advised).  Ka   the 
discrepancies  noted  were  based  on  a  limited  selection,  it  is  advised 
that  this  be  done  as  soon  as  possible.   During  this  process  the 
recently  designed  L/C  folder  Insert  should  be  added  to  each  folder 
which  does  not  have  one. 

2.  In  several  Instances,  it  was  noted  that  credits  were  issued  on  behal* 
of  companies  which  did  not  have  approved  lines  and  recorded  under  thi 
liability  of  an  affiliate  company  (i.e.  Texas  Cotton  Trading  under 
W.B.  Dunavant  and  Honenberg  Bros,  under  Cargill,  Inc.).   As  agreed 

In  response  to  the  prior  audit,  the  branch  will  in  the  future  ensure 
that  both  the  letter  of  credit  application  and  the  credit  facility 
provide  for  issuance  on  behalf  of  the  primary  customer  and  its  af- 
filiates, where  applicable. 

3.  Details  of  to  the  applicable  terms  and  conditions  relating  to  com- 
mission and  financing  for  L/C's  are  generally  not  provided  in  the 
Individual  folders.   As  agreed  in  response  to  the  prior  audit, 
"inserts"  noting  the  terms  and  conditions  applicable  to  a  particular 
L/C  will  be  included  in  all  folders  going  forward. 

4.  As  agreed  in  response  to  the  prior  audit,  responsibility  for  the 
control  and  maintenance  of  CCC  and  EximbanX  guarantees  serving  as 
collateral  for  secured  loans  will  be  transferred  to  Credit  Admi- 
nistration. Additionally,  responsibility  for  follow-up  and  dual- 
control  over  these  items  should  also  be  that  of  the  Credit  Admin- 
istrator. 

5.  Currently  collections  are  not  being  recorded  and  *s   agreed  during 
the  course  of  this  review,  they  should  be  booked  in  the  appro- 
priate general  ledgers  by  the  Letters  of  Credit  area. 

LOAN  PROCESSING 

1.  Advances  made  against  documentary  collections  (i.e.  Export)cleb), 
deferred  payments  (i.e.  Korea  First  BanJc)  and/or  negotiated  documents 
for  which  the  paying  banJc  has  not  acltncwledged  liability  should  be 
supported  by  written  acJcnowlcdgement  of  BNL's  recourse  to  the  bene- 
ficiary. 

2.  A  review  of  the  Interest  and  Coimiit.T.ent  Fee  Receivable  accounts 
revealed  no  major  problems.   It  Is  however,  reconwended  that  the  loan 
processing  area  prepare  a  monthly  list  of  outstandings  and  circulate 
it  to  all  parties  concerned  to  help  expedite  receipt  of  payment. 
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3.  A  inore  appropriate  general  ledger  should  b«  obtained  for  processing 
discounted  secured  loans,  as  the  present  general  ledger  cannot  process 
discounted  transactions.   This  should  result  in  a  reduction  in  the 
amount  of  manual  efforts  required  and  a  more  iccurato  reporting  (i.e. 
actual  balances,  interest  rates,  and  Interest  income). 

4.  Loans  currently  classified  as  "participations  purchased"  should  be 
transferred  to  a  more  appropriate  general  ledger(s)  as   they  represent 
direct  loans  by  BNL  Atlanta  which  were  sold.   It  is  recomroended  that 
the  "comment"  feature,  available  on  the  Mantec  system,  be  used  to 
facilitate  cross-reference  and  notation  of  the  reduced  country  risk. 
Additionally,  those  loans  which  were  actually  purchased  from  third 
parties  (i.e.  Ljublanska  Banka  and  Banque  Morocaine  du  Commerce 
Exteriur)  should  be  reclassified  to  the  appropriate  participations 
purchased  general  ledger (s). 

CREDIT  ADMINISTRATION 

1.  Credit  lines  recorded  on  the  Mantec  system  currently  includes  both 
lines  which  had  been  proposed,  but  not  yet  approved,  and  specific 
lines  which  have  expired.   In  order  to  more  accurately  reflect 
current  exposures  versus  current  facilities,  only  lines  for  which 
evidence  of  approval  has  actually  been  received  should  be  loaded 
onto  the  Mantec  system.   In  this  respect,  a  review  of  existing  lines 
should  be  made  to  assure  that  they  are  properly  reflected. 

2.  A  review  of  customer  exposure  versus  available  lines  of  credit  (as 
of  June  16,  1989)  revealed  several  excesses  which  should  be  appro- 
priately dispositioned  (see  attached  Schedule  I).   Additionally,  the 
comment  section  on  the  "2650"  report  should  be  utilized  to  properly 
cross-reference  credit  utilization  by  affiliated  parties. 

3.  Responsibility  for  monitoring  the  adequacy  of  collateral  as  required 
under  the  terms  and  conditions  of  the  approved  credit  facility  should 
reside  with  the  Credit  Administrator.   In  this  respect  the  collateral 
insufficiency  for  Central  Bank  of  Iraq  (which  had,  as  of  June  16,  1989, 
outstanding  liabilities  of  $41mm  versus  $36mm  in  cash  collateral) 
should  be  addressed  and  resolved  as  soon  as  possible. 

4.  As  agreed  in  response  to  the  prior  audit,  responsibility  for  monitoring 
the  receipt  of  "evidence  of  debt"  should  be  transferred  from  the 
lending  officers  to  the  Credit  Administrator. 

COLLATERAL 

1.  Documentation  supporting  the  pledge  of  cash  deposits  (for  Central  BanX 
of  Iraq  and  Industrial  Interamericana)  should  be  obtained  Immediately. 

2.  A  review  of  those  accounts  classified  as  "Cash  Collateral"  should  be 
made  and  appropriate  action  should  be  talcen  for  all  accounts  which 
do  not  actually  represent  security  for  financing  arrangements. 

-3- 
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SIWDRY  XCCOUKTS 

G/L  *02824  "Sundry  D«bU-Custo«ers"  should  b«  reconciled  on-golna 
by  the  L/C  area  with  open  Iteima  cleared  within  a   reasonable  time. 
As  of  the  audit  data,  this  account  contained  several  advances  of 
FCIA  fees  paid  by  8NL  Atlanta  and  collected  at  maturity.   Aa  discussed 
and  agreed  during  the  course  of  this  review,  a  different  procedure 
needs  to  be  irapleraented  whereby  the  fees  are  collected  or  billed  at 
Che  time  of  negotiation. 

GENERAI.  COMMEMTS 

1.  The  conversion  document  as  of  5/1/89,  evidencing  the  verification  and 
documentation  of  the  final  conversion  from  the  BNL  system  to  the 
Mantec  system  was  found  in  good  order. 

2.  All  nostro  account  reconcilements  were  reviewed  as  of  6/16/89  and/or 
5/31/89  and  no  exceptions  were  noted. 

3.  The  issue  of  advances  made  to  U.S.  exporters  against  documentary 
collections  drawn  on  Exportkhleb  (importer)  in  the  USSR  has  been  re- 
ferred to  Regional  Management  for  resolution,  as  in  the  Internal 
Auditor's  opinion,  the  liability  should  be  booked  in  the  name  of  the 
exporter  and  not  the  importer. 

4.  A  confirmation  discrepancy  regarding  outstanding  L/C's  for  Cargill," 
Inc.  whereby  the  customer  responded  as  having  an  additional  $60mn  in 
outstandings  remains  to  be  resolved.   As  we  understand,  the  customer 
is  to  forward  a  corrected  response. 

5.  A  discrepancy  in  the  confirmation  of  the  loan  balance  listed  for 
Saudi  American  Bank  London  ($550m,  due  8/4/89),  for  which  the  customer 
responded  as  not  having  an  outstanding  balance  to  BNL  Atlanta, 
remains  to  b^   dispositioned. 

AUDIT  CObfyiRMATIONS 

1.   Audit  confirmations  were  mailed  for  all  outstandings  as  of  6/16/89. 
A  few  exceptions  have  been  received  and  are  being  attended  to  for 
resolution. 

Final  statistics  and  tabulation  will  be  provided  within  the  next 
few  wee)cs. 
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scviSDULS  I-  csEPrr  utilization  excesses 

CUSTOtTCR  EXPIRATIOM  LINB  EXPOSURE 


EXCESS 


CCNTINENTAL        S-31-89  J10,000,000  $23,231,298         (113,231,298)    (1) 


GRAIN 
TATUM   FARMS         3-30-90  900,000  1,200,000 


(300,000) 


BANCO  DI         N/A  0  2,700,000      (2,700,000) 

CENTRAL  BANK     N/A  36,384,154      41,408,152      (5,023  998)  (31 

OF  IRAQ  .«■'->, »30j  i^j 

UNITED 

MI2RAHI       12-31-89       2,000,000       2,153,623        (153  623> 
BANK  -'■'.o^Jl 

BANQUE  DE         *  210,000,000     259,029,831     (49,029  83H  ni 

L'AGRI-  '    '  '^' 

CULTURE 
ET  DU 
DEVE- 
LOPMENT 
RURAL 

NOTES:   1.   INCLUDES  BALANCE  OF  (CONFIRMED)  L/C  »01465  WHICH  WAS  ISSUED 
IN  APRIL,  1989  BUT  RECORDED  SUBSEQUENT  TO  THE  AUDIT  DATE. 

2.  LETTERS  OF  CREDIT  ARE  UNDERSTOOD  TO  BE  ISSUED  AGAINST  100% 
CASH  COLLATERAL,  THE  AMOUNT  INDICATED  UNDER  THE  LINE  FOR 
THIS  CUSTOMER  REPRESENTS  THE  CASH  COLLATERAL  BALANCE  OP 
6/16/89* 

3.  ADJUSTED  FOR  BOTH  THE  SSOMM  LINE  WHICH  EXPIRED  AND  JIOMM 
PROPOSAL  FOR  WHICH  APPROVAL  HAS  NOT  BEEN  RECEIVED. 

•    REPRESENTS  CONSOLIDATION  OF  MULTIPLE  LINES  WITH  VARYING 
EXPIRATION  DATES. 
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banca  naziOnacc  ocl  lavoro ^■■V^Lh^H 


dANCA  NAilONACe  ocu  i>vo»»o 


■om.  •  ccN'Mt.  MtPOk  July  27,  1999 

CONFIDEMTIAL 

Mr.  Christopher  Drogoul 

Flrt  vice  President  and  Manager 

Banca  Nazionale  Del  Lavoro 

Atlanta  Agency 

Dear  Mr.  Drogoul, 

subsequent  to  Mr.  Messere's  visit  to  the  Atlanta  Aoencv-  it  i« 
requested  that  steps  be  taJcen  to  correct  the  condltioni  reported 
by  the  auditors  considered  to  b«  the  most  relevant  issues: 

A.  Exposure  for  CENTRAL  BANK  OF  iRAg 

-  The  shortage  in  cash  collateral  as  of  6/16/89  for  $5,023,998. 

-  Obtain  required  Hypothecation  Agreement  from  them  or  request  lin. 
of  credit  of  1*  categorla  from  Head  Office,  until  such^e  that 
all  documentation  for  the  collateral  is  secured. 

B.  Exposure  for  EXPORTKHLEB 

-  Obtain  the  necessary  "Letter  of  Indemnity"  and  "Assignment  of  the 
collection  proceeds"  from  the  U.S.  exporters.   '^■'•»™"«''«  ««  the 

-  Request  llnea  of  credit  in  the  name  of  exporters  to  cover  advances 
made  to  them  against  documentary  collections. 

C.  Unauthorized  exposures  or  excesses 

-  Exceptions  reported  on  the  attached  schedule  should  be  corrected. 

0.   Memorandum  of  pending  issues  dated  July  19.  1989  issued  by  the 
Internal  Auditor  — _j 

-  A  status  report  of  its  progress  should  be  forwarded  to  my  at- 
tention every  IS  days. 

Thank  you  for  your  continued  cooperation  and  immediate  attention  to 
these  matters  and  look  forward  to  receiving  your  cotiments.^^ 

Very  truly  your 


BANCA  NAZIONALE^DEL  LAVORO 
NEiKYOF" 
REOIQ& 


letn»<Tipm6ardl, 
Regional  Manager 


Zi  *CST  sitr  STatcr       •       SEW  TOW.  NT  lOOiS       •        [212)  3ai-07IO 
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CUSTOMER 

EXPIRATION 

LIME 

EXPOSURE 

EXCESS 

CONTINEWTM. 
GRAIN 

5-31-89 

$10,000,000 

S23.231.298 

($13,231,298)  (1) 

TATUM  TXUMS 

3-30-90 

900,000 

1,200,000 

(300,000) 

BAMCO  DI 
NAPOLI 

N/A 

0 

2,700,000 

(2,700,000) 

CENTRAL  BANK 
OF  IRAQ 

N/A 

36,384,154 

41,408,152 

(5,023.998)  (2) 

UNITED 
HIZRAHX 
BANK 

12-31-89 

2,000,000 

2,153.623 

(153,623) 

BANQUE  DB 
L' AGRI- 
CULTURE 
ET  DU 
DEVE- 
LOPMENT 
RURAL 

• 

210,000,000 

259,029,831 

(49,029,831)  (3) 

NOTES:   1.   INCLUDES  BALANCE  OF  (CONriSMED)  L/C  I0146S 

WHICH  WAS  ISSUED 

IN  APRIL,  1989  BUT  RECORDED  SUBSEQUENT  TO  THE  AUDIT  DATE. 


2.  LETTERS  OP  CREDIT  ARE  UNDERSTOOD  TO  BE  ISSUED  AGAINST  lOOt 
CASH  COLLATERAL,  THE  AMOUNT  INDICATED  UNDER  THE  LINE  FOR 
THIS  CUSTOMER  REPRESENTS  THE  CASH  COLLATERAL  BALANCE  OF 
6/16/89. 

3.  ADJUSTED  FOR  BOTH  THE  $50MM  LINE  WHICH  EXPIRED  AND  $10MM 
PROPOSAL  FOR  WHICH  APPROVAL  HAS  NOT  BEEN  RECEIVED. 


•    REPRESENTS  CONSOLIDATION  OF  MULTIPLE  LINES  WITH  VARYING 
EXPIRATION  DATES. 


266 


SELECTED  EXHIBITS  TO  THE  GOVERMMEMT ' S  SEMTEMCIM6  MBMORAHDim  FOR 
CHRISTOPHER  DROGOOL,  SEPTEMBER  1992 
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RFf^FARCH    OFFICE 


Tape    I 

A  meeting  of  the  International  Advisory  Board  in  Madrid  4-5 
May.  1987.  The  meeting  in  Madrid  of  the  International  Advisory 
Board  allowed  for  conducting  wide  panoramic,  view,  of  the  principle 
economic  political  problems  of  the  moment,  and  of  scenarios  which 
are  developing  on  a  world  level.  This  panoramic  view  is  integrated 
-  to  supply  a  more  complete  picture  -  with  the  evaluations 
formulated  by  Henry  Kissinger  during  the  encounter  with  the  BNL 
delegation  and  the  observations  made  by  Mr.  Kissinger  and  his 
collaborators  during  a  luncheon  meeting. 

Here  are  the  principle  topics  discussed: 

East/West  Political  Relations.  The  analysis  made  by  Kissinger 
is  of  great  concern  and  very  negative.  The  current  Reagan  politics 
towards  the  USSR  -  he  says  -  are  backed  up  by  the  Republicans  and 
Democrats  for  various  reasons:  the  fact  is  worrisome  because 
intelligent  Democrats  and  intelligent  Republicans,  who  see  the 
danger  in  this  dialogue,  are  becoming  .  .  .  extinct. 

Kissinger's  analysis  begins  with  this  consideration. 
Gorbachev  is  certainly  a  new  phenomena  but  in  the  USSR  all  new 
heads  of  state  when  they  reach  power  are  defined  "new  phenomena." 
The  same  occurred  for  Stalin.  On  the  part  of  the  West,  there  is 
always  the  desire  to  see  something  new  in  the  USSR,  to  bet  that 
something  will  change.  Gorbachev  did  not  se«  the  "purges  of 
Stalin"  he  was  a  child  at  the  time  of  the  war,  that  his  life  and 
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his  ascent  to  power  all  occurred  within  the  communist  party,  in  the 
shadow  of  the  Andropof  secret  services.  He  who  thinks  that 
Gorbachev  wants  to  question  communism  is  committing  a  very  grave 
mistake. 

Brezhnev  and  Gromiko  were  not  for  us  Americans,  very 
formidable  opponents.  In  the  dialogues  I  had  with  Brezhnev  - 
explains  Mr.  Kissinger,  -  Breznev  gave  me  the  impression  of  being 
a  Head  of  State,  who  was  rather  confused  and  awkward  and  fearful  of 
entering  into  a  tight  confrontation  with  the  United  States. 
Gromiko,  on  his  part,  could  be  every  once  in  a  while,  a 
constructive  partner  in  a  dialogue.  He  was  not  excessively 
ambitious;  he  knew  very  little  of  the  world,  except  for  the  United 
States.  The  United  States  was  his  sole  strategic  preoccupation. 
In  1972-73  the  United  States  had  therefore  one  great  opportunity  to 
conclude  relationship  of  a  broad  scope  with  USSR,  from  a  position 
of  force  and  prestige.  Watergate  )ind  our  mistakes  have  upset  that 
possibility. 

We  live  now  in  a  strange  and  dangerous  situation  for  the  West. 
Gorbachev  has  understood  that  the  Soviet  system  is  not  competitive 
with  the  others,  not  even  with  the  Chinese.  He  is  therefore  aiming 
towards  efficiency  and  towards  individual  responsibility.  But  all 
this  must  not  b«  confused  with  democracy  as  we  intend  it.  It  is 
not  understandable  why  the  West  wants  to  have  in  the  USSR  an 
efficient  rival  rather  than  an  inefficient  rival. 

In  my  dialogue  with  the  Gremlin,  I  was  impressed  by  the  fact 
that  the  heads  of  the  USSR  today  make  critical  analyses  which  are 
very  punctual  and  strong  on  that  ^ich  does  not  work  in  their 
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country.  If  we  were  to  do  that  we  would  be  accused  of  being 
viscerally  anti-communists.  But  when  I  asked  them  how  they  could 
reconcile  central  planning  with  individual  incentive,  I  did  not  get 
a  reply.  They  say:  we  do  not  know,  we  will  see.  But  in  the 
history  of  the  USSR  there  has  never  been  decentralization  and  there 
is  not  such  thing  as  single  individual  enterprise.  The  USSR  is  an 
empire  not  a  country.  I  do  not  believe  therefore,  that  the  USSR 
with  Gorbachev  can  change  deeply.  And  it  is  not  in  the  interest  of 
Europe  and  of  the  West  in  general  -  to  reinforce  the  USSR  and 
reinforce  Gorbachev  unless  the  latter  changes  the  foreign  politics 
of  the  USSR. 

This  the  point.  From  this  point  derive  as  Mr.  Kissinger  says 
-  my  preoccupations.  Gorbachev  could  also  be  a  pacifist,  but  in 
order  to  govern  he  must  be  backed  up  by  the  military  and  the  KGB. 
He  must  justify  to  them  his  new  orientation  in  internal  politics. 
He  therefore  cannot  advance  propbsals  which  can  weaken  these  two 
forces  on  a  world  political  scene,  apart  from  and  beyond  whatever 
his  own  personal  opinions  are.  Gorbachev  tends  therefore  to  say: 
let's  gain  time  with  regard  to  the  U.S.  and  in  the  mean  time  let's 
reinforce  ourselves  internally. 

The  West  has  not  matured  proposals  towards  the  USSR.  The 
reactions  of  the  West  are  acceptance  and  applause,  especially  on 
the  part  of  Exirope.  The  only  exception  is  Thatcher.  The  fact  is 
that  in  Europe,  for  Kissinger,  foreign  politics  are  guided  by  two 
principles:  (1)  appropriate  oneself  of  the  ideas  of  the  opponent 
and  define  oneself  as  wise,  (and  this  is  what  is  occurring  today 
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with  regard  to  the  USSR)  (2)  do  not  look  beyond  the  limits  of  the 
political  mandate  and  attempt  therefore  a  momentary  success  with 
public  opinion. 

The  consequence  is  this,  the  USSR  will  reach  results  thanks  to 
the  weaknesses  of  the  West.  Nothing  traumatic  in  the  short  term.. 
But  what  will  occur  3-5  years  from  now?  The  USSR  will  continue 
along  its  way  and  it  will  always  be  stronger.  And  the  West  will 
always  remain  at  the  window.  And  one  needs  to  keep  in  mind  another 
fact.  The  Soviet  regime  may  disintegrate  for  internal  reasons  not 
because  of  pushes  or  forces  coming  from  outside. 

Kissinger  adds:  I  have  always  backed  President  Reagan  because 
the  alternatives  were  worst.  But  after  the  farce  encounter  of 
Reykjavik,  in  harmony  with  Nixon,  I  have  publicly  separated  myself 
from  this.  There  is  no  seriousness  in  having  made  believe  that  the 
problems  are  solved  with  regard  to  world  thermo-nuclear 
confrontation.  And  that  all  this  is  resolved  in  three  hours  of 
discussion  without  any  preparation  whatsoever.  It's  absurd.  The 
insuccess  was  a  given  but  in  that  case  it  became  a  principle:  the 
possibility  of  abolishing  nuclear  arms.  It  is  a  topic  which  may  be 
pleasing  to  the  little  professors,  to  the  so  called  experts,  but 
not  to  those  who  reason  with  the  reality  of  facts.  If  there  is  an 
agreement  of  this  kind  between  USA  and  USSR,  there  would  be  an 
immediate  race  to  hide  nuclear  arms,  with  mutual  distrust,  while  in 
the  same  time  it  would  be  necessary  to  "verify"  the  attitude  of 
other  countries  that  do  have  nuclear  arms  as  for  example  India  and 
Pakistan.   The  two  super  powers  would  however  need  to  keep  a 
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certain  minimum  number  of  nuclear  arms  compatible  with  their 
defense  necessities.  And  this  is  more  or  less  the  current 
situation  in  absence  of  a  star  shield. 

This  takes  us  to  the  double  option  zero.  For  Kissinger  the 
agreement  will  be  reached,  within  the  year  Gorbachev  will  go 
Washington  and  in  1988  Reagan  will  be  in  Moscow.  But  to  speak  of 
equality  on  the  level  of  conventional  arms  means  not  knowing 
European  history.   Even  this  agreement  is,  in  practice,  a  deceit. 

Europe  is  at  the  center  of  attention,  also  because  Gorbachev 
has  changed  objective.  In  Reykjavik  he  was  asking  the  United 
States  to  abolish  "the  space  shield",  then  he  changed  direction  and 
now  he  is  putting  in  difficulty  Europe,  with  the  two  options  zero. 

But  there  is  more.  The  Soviets  could  have  chosen  if  they 
wanted  a  real  agreement,  the  route  of  the  silent  technical 
negotiation.  When  I  went  to  Moscow,  says  Kissinger,  the  heads  of 
government  asked  m«  which  channels  could  be  exercised  in  this 
since,  in  the  dialogue  with  the  United  States.  But  Washington 
remained  waitingt?  I  am  not  sure  of  Italian  expression  'Rimanere  Al 
Palo'  which  I  cannot  find  in  dictionaries.]  and  Moscow  chose  the 
route  of  the  public  channel,  of  the  public  show,  which  in  this 
field  is  absurd.  It  only  serves  for  propaganda  purposes,  it  serves 
to  dissociate  the  Atlantic  allies  from  the  United  States,  and  to 
not  reach  valid  conclusions  and  serious  agreements. 

Another  aspect  to  keep  in  mind:  China.  There  is  the  risk  of 
compromising,  with  this  US-USSR  agreement,  the  politics  which  the 
US  has  developed  toward  China.   This  we  will  also  be  giving  space 
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to  the  Japanese  who  has  progressively  changed  their  attitude. 
(This  we  will  talk  about  further  on) . 

One  historical  mention.  In  the  40s  the  West  was  saved  by  the 
impatient  of  Hitler,  who  did  not  wait  to  be  completely  prepared 
militarily.  The  USSR  is  always  a  patient  country.  Therefore,  the 
double  "option  zero"  does  not  light  fires  of  war,  but  it  gives 
space  to  Gorbachev  to  carry  out  his  o*m  strategy,  which  is  based  on 
reinforcement,  even  military,  of  the  USSR  and  on  the  division  of 
countries  of  the  West. 

Europe,  in  the  opinion  of  Kissinger,  should  reenforce  its 
political  and  economic  and  military  unity.  But  this  is  a  wish, 
more  than  a  concrete  possibility,  in  light  of  the  evolution  of 
world  relationship. 

Kissinger  says:  Reykjavik  had  for  the  Russians  the  objective 
of  isolating  the  United  States  from  Europe  (topic  of  special 
shield)  with  the  tacit  cooperation  of  the  Europeans.  Today,  the 
USSR  is  isolating  Europe,  with  the  tacit  cooperation  of  the  United 
States,  because  it  is  rendering  Europe  De  Facto  a  potential 
battlefield  for  conventional  ams.  Here  is  the  result  of  the 
incapacity  on  the  part  of  the  West  to  think,  organize  and  conduct 
a  strategy  towards  the  USSR,  having  the  objective  of  making 
agreements,  but  being  the  leader  in  the  discussion,  that  is  not 
leaving  to  Gorbachev  the  possibility  of  taking  initiatives. 

Kissinger  sustains  that  at  medium  range  all  of  this  will 
provoke  negative  reactions  towards  the  US  on  the  part  of 
traditional  allies  of  the  US.  The  areas  public  opinion  favorable 
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to  the  US,  will  feel  betrayed.  And  also  Mr.  Reagan,  elected  by 
those  who  wanted  to  give  shine  to  the  US  foreign  politics,  will  be 
hit  in  his  image.  The  Americans  will  not  understand  a  president 
who  as  far  is  known,  wants  to  tour  the  United  States  accompanied 
by  Gorbachev  to  demonstrate  how  he  has  established  peace  in  the 
world  by  accepting  the  politics  of  the  USSR.  Reagan  was  not 
elected  in  order  to  reach  this  objective! 

Raymond  Barre  shares  this  diagnosis  and  adds:  after 
Reykjavik,  the  USSR  aimed  its  attention  on  western  Europe, 
concentrating  its  efforts  with  regards  to  Germany,  who  feels  today 
a  particular  attraction  towards  the  East,  towards  all  the  countries 
of  the  Comecon.  Europe  should  react  in  a  unitary  fashion, 
coordinating  its  efforts  for  common  defense.  In  a  contrary  case, 
there  is  the  possibility  of  a  France-Great  Britain  alliance  because 
these  are  the  only  two  countries  to  have  nuclear  arms.  And  these 
two  countries  can  become  poles  of  attraction  for  the  other  European 
countries  who  feel  undefended. 

Points  of  Crises.  In  the  diagnosis  of  Kissinger  (which  took 
place  in  a  private  encounter)  the  United  States  finds  itself  in 
front  of  one  of  the  more  delicate  phases  of  its  political-economic 
history  of  the  last  15  years. 

The  probleas  are:  The  USSR  (the  foreseeable  result  of  the 
development  of  relationships  is  the  birth  of  further  tensions  with 
allied  countries  in  Europe  and  in  Asia) ;  Japan  (defined  the  more 
delicate  in  general  terms;)  Mexico. 
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On  an  internal  USA  level.  Kissinger  observes: 

-  Reagan  will  reach  the  end  of  his  mandate  and  he  will  still 
have  problems,  because  of  the  parliamentary  inquiry  which  is  going 
on,  but  he  will  not  have  to  leave  the  White  House.  Americans  are 
ready  to  justify  help  given  to  the  "Contras";  they  were  always, 
given,  [unclear].  They  are  instead  contrary  to  a  dishonesty  on  the 
subject  of  terrorism.  Reagan  is  physically  capable  of  concluding 
his  mandate. 

-  It  is  not  possible  to  make  legitimate  forecasts  on  the 
political  elections  of  88.  The  democrats  do  not  have  a  leader. 
Hart  is  not  credible  (his  recent  private  affairs  have  given  him  a 
further  blow) ;  the  candidates  of  Italian  origin,  like  Cuomo,  do  not 
have  any  possibilities,  because  there  is  always  some  journalist  who 
is  able  to  find  a  blemish  in  their  feimily  histories.  If  the  United 
States  are  not  hit  by  an  economic  crisis  (always  possible,  we  will 
talk  about  that  later  on) ,  then  the  Republicans  will  be  able  to 
keep  the  lead  with  the  current  vice-president  Bush,  which  is  the 
more  solid  of  the  candidates  currently. 

-  This  economic  situation  is  delicate:  The  dollar  in  short 
term  will  decrease  further,  the  yen  will  appreciate  further.  The 
danger  of  a  return  of  inflation  is  not  to  be  excluded.  Three  can 
be  considered  the  provoking  causes  at  a  world  level:  1)  the  fall 
of  Iraq,  with  the  victory  of  Iran  and  with  a  subsequent  new  shock 
in  the  prices  of  petroleum,  pushed  by  the  wind  of  Islam;  2)  the 
failure  of  American  banks,  for  example  that  of  Bank  America  with 
the  subsequent  necessary  saving  action  by  the  Fed  and  injection  a 
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strong   liquidity  within  the  country  and   3)   the   insolvency 
declaration  on  the  part  of  Mexico. 


At  this  point  the  discussion  takes  on  a  general  economic 
nature.   And  here  are  therefore,  soae  of  the  diagnoses  discussed. 

World  Economic  Scenario.  Kissinger  does  not  believe  that  in 
the  future  there  will  be  the  same  free  exchange  that  there  is  at 
current  levels.  There  will  be  economic  blocks  with  trade  between 
the  blocks,  Europe,  the  US  and  Canada,  and  countries  of  South 
America.  Protectionism  in  the  US  is  a  fact  which  is  becoming 
alwavs  more  present,  also  towards  Europe,  backed  up  by  unions,  and 
vast  industrial  sectors. 

The  perspective  is  that  of  stagflation:  and  it  is  possible  to 
speak  about  an  imminent  recession  for  a  series  reasons  both 
political  and  economic.  The  potential  for  crises  are  many  and  any 
one  of  them  could  all  of  a  sudden  burst. 

Says  Kissinger:  W«  will  have  a  recession  within  the  next  4 
years.  Z  not  sure  when  and  I  don't  know  of  what  scope.  But  the 
recession  ia  inevitable,  because  the  countries  of  the  West  are 
living  at  a  higher  level  than  their  possibilities.  There  is  too 
much  finance  with  respect  to  the  growth  of  real  economy.  On  the 
boards  of  many  American  companies,  they  are  deciding  today  to 
remain  liquid,  to  limit  the  investments  and  this  ia  a  signal  of 
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recession  that  is  knocking  at  the  door.   Even  in  Europe  there  is  a 
tendency  of  this  nature,  even  if  less  accentuated. 

United  States  -  Japanese  Relationships.  These  represent  the 
most  delicate  problem  at  the  current  moment  and  even  on  a  long  term 
prospective.  Says  Kissinger:  The  Japanese  today  speak  of 
Americans  as  we  speak  of  the  Russians,  that  is,  of  a  country  that 
knows  how  to  do  a  few  things,  but  is  very  behind  in  general  terms. 
Therefore,  the  Japanese  consider  today  Americans  as  already 
bypassed  from  a  technical  point  of  view.  The  economic  growth 
becomes  in  this  sense,  the  way  of  conducting  a  psychological  war  on 
the  part  of  Japan  toward  the  United  States.  The  Japanese  want  to 
demonstrate  that  they  are  ahead  of  the  United  States,  that  they  are 
"beating  us  economically",  says  Kissinger.  The  recent  visit  of 
Nakasone  in  Washington  is  utilized  by  the  Japanese  as  a  certificate 
of  a  victory  by  thea. 

For  Kissinger,  the  quality  of  the  United  States  production  is 
no  longer  competitive  in  many  sectors  with  the  quality  of  Japanese 
production. 

Two  aspects  to  by  considered  by  Kissinger,  in  talking  about 
Japan. 

1)  The  Japanese  do  not  have  a  tradition  of  cooperation  with 
other  countries.  They  want  to  resolve  their  own  problems  by 
themselves.  The  Japanese  in  the  908  will  construct  their  military 
defense  according  to  specific  objectives  and  not  in  cooperation 
with  United  States.    They  will  construct  infrastructures  for 
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defense  in  an  autonomous  manner.  Their  expenses  for  defense,  which 
will  increase,  will  not  change  the  economic  strategy  of  the 
country.  By  the  year  2000  Japan  will  be  the  first  economic  power 
of  the  world; 

2)  Any  decision  on  the  part  of  the  Japanese  is  reached  through 
a  large  census  internally.  Whether  there  be  in  power  Nakasone  or 
another  leader  (there  is  a  foreseeable  rotation  by  October)  the 
issue  does  not  change.  No  Japanese  Prime  Minister  can  follow  in 
autonomous  fashion  an  agreement  with  another  country  and  impose  it 
internally.  This  is  why  the  recent  encounter  Reagan-Nakasone  is 
not  significant  for  the  purposes  of  general  economic  politics.  The 
subject  of  interest  rates  which  was  raised  at  that  time,  has  no 
depth  to  it.  What  the  United  States  wants  Nakasone  is  not  in  the 
position  of  conceding. 

The  Japanese,  as  is  well  known,  has  made  heavy  financial 
investments  in  the  United  States, ~  they  have  acquired  companies  in 
the  United  States.  But  they  move  into  the  United  States  the  less 
sophisticated  technologies;  the  best  ones  they  keep  in  Japan. 
Kissinger  does  not  believe  that  the  Japan  would  "retreat"  from 
their  financial  investments  in  the  United  States,  in  the  light  of 
the  loses  that  they  have  been  subjected  to,  due  to  the  fall  of  the 
yen  (the  presence  of  the  Japanese,  as  buyers,  in  the  offer  of  these 
days  of  a  public  US  shares  is  a  conformation  of  this  forecast)  on 
the  other  hand  only  now  are  the  Japanese  becoming  aware  that  there 
is  a  E\iropean  alternative  for  their  investment. 

Japan  will  always  become  more  important  on  the  financial 

11 


293 


level.  The  market  of  Tokyo  will  become  fundamental  (unfortunately 
adds  Kissinger)  but  the  Japanese  -  sustains  Kissinger  -  can  not 
isolate  themselves  from  the  United  States  as  far  as  financial 
relationships  are  concerned. 

Will  we  witness  a  change  in  world  leadership?   Not  within  a. 
short  amount  of  time,  responds  Kissinger.   But  on  a  long  term,  yes, 
especially  if  the  United  States  and  Europe  will  not  identify  areas 
of  substantial  agreement. 

Kissinger  cites  a  strange  episode  as  a  confirmation  of  his 
diagnosis:  The  Japanese  present  to  American  companies  offers  of 
acquisition  of  airplanes,  in  response  to  the  American  solicitations 
to  reduce  the  commercial  deficit  and  these  offers  to  acquire 
airplanes  are  correct  only  in  matter  of  principle.  In  practice 
they  are  presenting  requests  that  are  so  sophisticated  (airplanes 
that  must  be  able  to  land  in  a  few  meters  and  with  absurd 
temperatures  on  the  runways,  etc.)  that  they  appear  beyond  any 
technical  ability  of  satisfying  them.  It  is  an  example  of  the 
psychological  war  of  which  we  have  been  speaking. 

Economic  situation  in  the  United  State.  The  diagnosis 
developed  by  Walter  Heller  is  substantially  optiaistic.  His 
conclusions: 

1)  The  United  States  economy  will  grow  at  a  rate  of  about  3% 
in  1987; 

2)  Inflation  will  settle  at  a  round  5%,  with  an  increase 
with  respect  to  the  current  level,  but  not  excessively; 
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3)  The  increase  in  the  interest  rates  will  be  reasonably 
contained,  unless  there  is  a  verification  of  an  attack  on  the 
dollar; 

4)  The  fall  of  the  dollar  will  stabilize  after  a  period  of 
adjustment  which  will  not  generate  a  general  crisis. 

In  the  past  weeks  there  has  been  discussions  about  the 
increase  of  the  GNP  registered  in  the  USA  during  the  last  quarter. 
There  has  been  talk  about  an  accumulation  of  reserves/stores, 
especially  in  the  automobile  industry;  but  the  reality  is  that  the 
economy  is  still  "pulling"  enough  because  there  is  a  "pull"  for 
internal  demand.  Families,  for  fiscal  reasons,  have  increased 
their  availability  to  spend  and  from  here  the  proposal  to  review 
the  reform,  to  impose  taxes  on  alcohol,  tobacco  and  gas. 

Inflation  will  not  pick  up  force,  beyond  the  indicated  level, 
because  the  work  market  is  in  a  situation  of  calm.  There  is  no 
foreseeable  sharp  salary  incre&ses.  There  is  an  excessive 
productive  capacity  and  therefora  there  is  no  danger  of 
overheating.  History  teaches  that  until  the  moment  in  which  the 
utilized  productive  capacity  does  not  exceed  80%,  inflation  remains 
under  control. 

The  interest  rates  will  follow  this  contained  trend  of  the 
inflation.  Volker  ia  conducting  an  action  which  is  slightly 
restrictive.  The  Fed  will  be  able  to  increase  in  a  limited 
fashion,  during  the  course  of  the  year  the  discount  rate,  saying 
they  are  adapting  to  the  market,  not  preceding  it  or  orienting  it. 

The  USA  federal  balance  is  under  pressure.  The  Congress,  in 
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contrast  with  the  Administration,  wants  to  increase  taxes.  The 
White  House  asks  for  increases  in  military  expenses.  However,  a 
reduction  in  the  budget  deficit  is  foreseen,  from  the  current  120 
billion  to  values  well  under  100  billion.  Reagan  could  change 
fiscal  politics  in  the  directions  indicated  before,  applying 
Churchill's  motto  "I  will  not  retreat  that  which  I  have  said, 
because  it  was  justified  by  the  situation  of  the  moment  in  which  I 
had  said  it,  and  by  the  information  that  I  had  in  those 
circumstances".  The  politicians  have  the  right  to  change  opinion! 

As  far  as  the  foreign  investment  in  the  USA  is  concerned, 
Heller  maintains  that  it  is  improbable  that  the  Japanese  will 
refuse  to  acquire  still  more  Americans  public  shares,  corresponding 
to  real  profits  of  4%.  A  true  defense  of  the  dollar  also 
presupposes  an  increased  coordination  of  monetary  politics  at  an 
international  level,  which  is  difficult.  The  encounters  in  May,  at 
the  OCSE  headquarters  and  in  June^in  Venice  could  possibly  lead  to 
something  new.   This  is  a  wish. 

The  USA  problem  is  this:  Production  increases  by  500  billion 
dollars  a  year:  Internal  consumption  increases  by  700  billion. 

There  is,  in  the  diagnosis  of  Heller,  the  ascertainment  of  an 
increasing  interaction  between  the  world  of  finance  and  the  world 
of  production:  if  there  is,  therefore,  a  certain  production 
increase  and  if  inflation  does  not  get  out  of  hand,  then  therefore, 
the  tension  in  the  exchange  can  be  avoided  without  drama. 

On  this  scenario,  various  were  the  discussions,  with  questions 
and  issues  raised. 
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Lord  Ezra;  He  sees  the  danger  in  assuming  and  spreading  too 
optimistic  positions,  because  they  risk  halting  the  efforts  that 
Europe  and  Japan  need  to  undertake  for  a  general  readjustment. 

Pierre  Ledoux;  He  does  not  see  solutions  for  the  USA  deficit 
in  foreign  trade.  A  dose  of  protectionism  is  probable.  But  wilL 
it  be  sufficient?  He  is  doubtful.  Then  it  will  not  be  a  drama  if 
the  dollar  decreases  still.  But  there  will  be  a  drama  if  these 
crisis  points  begin  to  explode.  A  drama  that  will  involve  also  the 
financing  of  the  USA  balance  deficit  because  the  international 
financial  markets  are  very  nervous .  At  the  current  state  of 
events,  the  financial  markets  are  doing  o.k.,  in  the  sense  that 
liquidity  is  abundant.  New  operating  possibilities  are 
foreseeable.  The  real  economy  is  however  doing  less  well  and  this 
is  the  ongoing  contradiction.  An  immediate  crisis  of  the  dollar 
would  provoke  repercussions  on  these  markets.  "We  must  question 
ourselves  on  this  perspective  and'act  accordingly."   He  observes. 

William  Takaaaki;  He  fears  that  inevitably  there  will  be  a 
further  increase  in  the  yen  before  the  end  of  the  year.  The 
developments  will  depend  on  the  capacity  of  Japan  to  stim,  ate 
internal  demand.  But  Japan,  he  sustains,  has  strong  problems,  with 
specific  reference  to  the  fiscal  ones. 

Raymond  Barre;   He  is  not  sure  that  the  USA  will  be  able  to 

reduce  the  balance  of  trade  deficit  without  having  the  dollar 

-"decrease  even  more.   The  USA  ask  the  other  covuitries  to  follow 

policies  complimentary  to  the  reduction  of  the  dollar.  But  it  is 

not  possible  without  the  USA  taking  action  also  in  terms  of 
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internal  economical  policies.  He  does  not  share  the  theory  of  the 
"locomotive",  to  pull  along  a  revival  in  Europe.  But  Europe  can 
certainly  do  more.  It  is  not  in  its  interest  to  accept  the 
progressive  slowing  down  of  the  USA  economy:  Europe  must  roll  up 
its  sleeves,  with  Germany  in  the  forefront.  The  European  economy 
has  not  invested  in  a  adequate  manner,  especially  in  the  field  of 
new  technologies.  And  from  here  the  necessity  to  adopt  a  mutual 
policy  to  increase  the  expenses  for  investments  (for  example, 
fiscal  reduction)  and  to  stimulate  internal  demand. 

Hans  Merkle;  The  government  of  Bonn  is  not  willing  to 
stimulate  the  German  economy,  possibly  anticipating  fiscal  maneuver 
foreseen  for  the  end  of  1988.  Germany  will  have  this  year  an 
increase  of  2-2.5%  ca.  In  the  last  two  years  the  rate  of  salary 
increase  in  Germany  has  been  around  3%,  with  some  points  reaching 
S%,  in  the  presence  of  zero  (0)  inflation.  From  here  derive  the 
stimulations  to  internal  demand^  and  not  from  desired  fiscal 
maneuvers ! 


Xhfi E£fiC£h gjtyation and Europeans   problems.      The 

conversations  developed  up  until  now  conf ira  how  every  mention  of 
the  econoay  exceeds  today  national  boundaries;  from  the  USA,  to 
Japan,  to  Europe. 

Raymond  Barre  has  developed  a  diagnosis  of  the  French 
situation  making  some  rather  worrisome/alaming  points.  The 
industrial  production  registers  a  zero  (0)  increase  in  the  last 
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year,  unemployment  increased,  the  rate  of  investment  is  low,  the 
companies  better  their  budgets,  reinforcing  their  own  means,  but 
not  looking  towards  tomorrow  in  terms  of  investment.  The 
productivity  of  industry  has  declined  as  a  consequence  of  the 
strong  decline  in  investments  which  has  occurred  in  the  last  years. 
Public  deficit  remains  very  heavy,  due  to  the  requirement  of 
financing  of  social  security.  In  summary,  the  French  economy  is 
not  very  positive,  with  respect  to  what  is  going  on  in  Germany, 
Italy  and  Spain. 

The  coordinating  of  economic  politics  and  monetary  politics 
amongst  the  various  industrialized  countries  is  a  necessity  and 
Barre  has  hopes  for  the  "summit"  at  Venice,  but  he  does  not  illvae 
himself. 

As  far  as  the  process  of  privatization  in  France,  it  is 
possible  to  say  that  having  begun  this  year,  it  is  enjoying  a  great 
success.  S.  Gabin  •  Paribas  have~ become  privatized  and  other  big 
companies  will  follow  in  the  first  semester.  At  the  end  of  '87 
half  of  the  process  of  privatization,  which  involves  sixty-five 
companies,  will  have  been  completed.  It  is  possible  that  also  the 
insurance  companies  will  b«  privatized,  but  the  government  has 
decided  to  better,  privatizing  them,  their  structures  in  order  to 
reinforc*  thea  adequately. 

(It  ia  possible  to  remember  that  Barre,  in  the  preceding 
encounter,  had  advanced  some  reserves  on  the  topic  of  French 
privatization,  concerned  above  all  with  the  fact  that  at  the 
offering  of  shares  to  privates,  this  did  not  correspond  to  an 
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adequate  request,  for  lack  of  available  liquidity  at  a  family 
level.  However,  this  eventuality,  at  the  actual  state  of  facts, 
did  not  verify  itself) . 

The  French  political  situation  presents  these  characteristics 
according  to  Barre  1)  President  Mitterrand  is  enjoying  a  favorable 
situation  within  the  "co-habitation"  in  progress;  the  Socialists 
have  won  a  few  local  elections;  2)  The  problem  of  social  condition 
will  be  the  one  that  will  dominate  the  next  electoral  campaign. 
Public  opinion  is  now  looking  for  a  "mix"  between  market  economic 
and  social  solidarity  to  face  the  risks  of  this  period  of  change, 
risks  that  involve  above  all,  unemployment.  The  rediscovery  of 
market  economic  is  not  separate  from  a  attachment  to  the  principles 
of  social  solidarity:  free  market  is  too  important  to  be  left  on 
its  own  I 

As  far  the  path  of  a  European  community  there  will  be 
difficulties,  says  Barre:  it  is  necessary  to  enhance  the  common 
agricultural  policies  in  order  to  reduce  the  increased  rate  of 
agricultural  expenses,  to  stimulate  other  expenses,  above  all  in 
the  fields  with  advanced  technology.  The  Community  should,  then, 
finance  the  necessary  productive  reconversions  in  Spain  and 
Portugal,  new  members  of  the  community. 

The  budget  deficit  of  the  CEE  (European  Economic  Community)  is 
5  billion  units  of  count.  It  will  be  necessary  therefore,  to 
increase  the  contribution  of  the  member  states,  with  an  increased 
share  drawn  on  the  advalorem  tax.  [I.V.A.].  But  there  is 
resistance  on  the  part  of  the  English,  German  and  the  French.  The 
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financial  problem  remains  therefore  open  and  it  is  extremely 
delicate. 

Text  illegible   [Memo  that  says,  only  mention  of  Iraq,  p.  17.) 

lean  -  Iraq  C«?nglict 

The  opinion  of  Kissinger  is  in  part  changed  with  respect  to 
his  observations  on  this  conflict,  on  its  result,  on  its  outcome 
and  on  the  consequences  within  a  world  context.  Once  he  took  it 
for  granted  that  there  would  be  a  sure  Iranian  victory.  Today  he 
"I  give  the  victory  of  Iran  over  Iraq  at  55%"  and  recognizes  "I've 
changed  my  percentage  with  respect  to  previous  evaluations."  And 
he  explains:  it  is  necessary  to  take  into  account  that  a  very 
strong  victory  of  Iran  would  be  a  disaster  for  the  West,  because  it 
could  increase  the  price  of  petroleum  and  start  a  new  inflationary 
shock  at  a  world  level.  (A  rather  malicious  question  that  could  be 
asked  is:  will  the  United  States  act  to  delay  the  end  of  the  war, 
to  give  a  hand  to  Iraq,  after  having  attempted  to  "approach"  as  it 
is  well  known,  the  so  called  "moderate"  groups  of  Iran?) 

At  mediua  ten,  however,  Kissinger  believes  that  the 
relationships  with  Iran  can  be  better.  Iran  'til  now  has  not  taken 
full  advantage  of  the  "opportunity"  of  Irangate:  evidently  Iran 
has  compromising  documents  for  the  Reagan  Administration,  but  it 
has  not  utilized  them.   Why? 

Kissinger  feels  that  in  Iran  a  new  management  class  which  is 
less  fanatical  but  not  less  religious  is  coming  to  light.  This  is 
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a  topic  that  concerns,  as  was  said,  the  mediua  tenn.  On  the  short 
term,  it  is  the  interest  of  the  West,  continues  Kissinger,  that  the 
war  does  not  acquire  traumatic  conclusions,  because  the 
consequences  for  the  West  would  be  very  heavy. 

The  "wind  of  Islam",  in  the  case  of  a  strong  victory  of  Iran 
would  expand  not  only  into  Saudi  Arabia  but  also  into  Ecpypt  (where 
the  "black  Muslims"  are  in  the  increase) ,  and  above  all  in  Turkey, 
a  country  that  has  been  strongly  secular  but  where  the  Muslims  are 
beginning  to  progressively  gain  foot  again.  And  Turkey  is  a 
stronghold  for  Nato.  On  the  other  hand,  a  weak  Iran  would  not 
represent  a  valid  bastion  against  the  USSR  in  terms  of  global 
strategy. 

Other  discussions  in  the  course  of  the  meeting  of  the  board 
concerned: 

1)  Situation  of  Great  Britain.  Lord  Thorneycroft  pointed 
out  that  besides  the  statistics  (the  topic  is  in  particular  valid 
for  the  United  Kingdom)  it  is  necessary  to  understand  and  evaluate 
the  psychological  climate  of  the  country  in  question,  to  understand 
where  it  is  heading,  which  are  the  avenues  it  is  following.  Here, 
therefore,  the  indications  concerning  Great  Britain. 

a)  Inflation  was  maintained  low,  economic  activity  is  good; 

b)  There  is  certain  trust  and  a  certain  optimism  with  a 
possibility  for  Ms.  Thatcher  to  b«  re-elected  when  they  will  be  new 
elections  probably  next  June. 

c)  There  is  a  conviction  that  the  social  model  is  changed, 
there  is  less  rigidity  in  the  work  sector,  but  to  make  everybody 
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understand  this,  is  not  easy; 

d)  Only  one  big  black  point:  the  strong  unemployment  that, 
in  relationship  to  the  configuration  to  the  activities  that  are 
meant  to  pull  (for  example  an  advanced  services  market)  is  not 
being  reabsorbed  by  economic  growth. 

Ms.  Thatcher  -  explains  Lord  Thornerycroft,  is  possibly  more 
famous  abroad  than  in  Great  Britain,  but  also  the  British  who  do 
not  love  her  very  much,  recognizes  her  iron  willpower.  She  is  the 
person  whom  all  indicates  to  be  the  only  one  who  can  deal  with 
Gorbachev. 

Substantially  Great  Britain  is  a  country  with  a  good  balance 
that  increases  its  investments.  Great  Britain  depends  a  lot  on 
abroad  and  therefore  on  the  world  trade:  its  managing  class 
believes  in  free  exchange  and  it  is  contrary  to  any  form  of 
protectionisD.  There  is,  therefore,  concern  for  the  difficulties 
which  are  manifesting  themselves  in  this  field  at  an  international 
level. 

2)  Situation  in  Spain.  Enrique  Fuentes  Quintana  sustained 
that  the  economic  situation  in  Spain  is  good  on  at  a  real  level: 
there  is  a  strong  gro«rth  in  the  productive  activities,  a  sustained 
internal  demand,  a  high  level  of  investments  (plus  14%  in  real 
terms  laat  year) .  The  number  of  employed  has  increased  by  300 
thousand  units  in  the  last  year,  even  if  youth  unemployment  remains 
at  approximately  40%.  But  there  is  a  differential  inflation  with 
concern  to  the  EEC  averages,  inflation  which  is  the  more 
preoccupying  factor  and  which  the  government  intends  to  cure; 
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this  is  the  openly  declared  priority  choice. 

This  inflation  has  been  in  economic  terms,  solicited  by  the 
application  of  the  advalorem  tax,  [IVA]  but  it  is  structurally  fed 
by  an  excess  in  public  spending.  This  spending  is  due  to  social 
measures  which  were  introduced  before  the  Gonzales  government:  for 
example,  it  is  sufficient  to  work  for  a  few  months  to  have  the 
right  to  welfare  in  case  of  unemployment  and  this  assistance  lasts 
for  an  undetermined  amount  of  time.  So  this  is  nothing  more  than 
an  incentivation  of  an  assistance  type  social  structure. 

The  recent  monetary  measures,  of  a  rather  restrictive  nature 
of  the  Central  Bank  of  Spain,  created  mainly  through  direct 
controls  on  the  increase  of  internal  credit,  have  reduced  the 
liquidity  of  the  system,  and  have  provoked  a  dramatic  increase  in 
the  rates  within  the  system.  The  interbank  rate,  for  example, 
increased  in  a  few  days  by  approximately  8-10  points,  reaching  now 
about  23-24%  (in  real  terms  15%).^ 

The  problems  of  today  and  of  tomorrow  in  Spain  are: 

1.  To  moderate  public  expense  in  order  not  to  supply  reasons 
for  an  increase  in  inflationary  tendencies.  In  the  light  of  a 
public  deficit,  which  is  less  in  relationship  to  the  gross  national 
product  (GNA)  than  the  Italian  one,  Spain  has,  however,  an  internal 
savings  t^ich  la  less  elevated  than  the  Italian  one.  From  here  the 
necessity  of  appropriate  measures  to  redesign  the  growth  of  public 
expenditure. 

2.  To  renew  the  agreements  with  the  unions  in  order  to 
maintain  contained  increase  in  the  cost  of  work  in  a  contained 
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manner,  and,  therefore,  not  place  inflationary  stimuli  from  this. 

3.  To  reduce  the  excesses  of  demand  (public  and  private) 
which  provokes  today  a  strong  deficit  in  the  balance  of  payments, 
with  increasing  pressures  on  the  exchange  rate,  within  the  context 
of  the  European  community. 

1987  opened  in  Spain  with  a  certain  anxiety.  In  1986  the  drop 
in  the  price  of  oil  and  the  drop  of  the  dollar  had  favored  the 
economic  growth  even  in  Spain;  but  now  the  internal  problems  are 
coming  to  the  forefront. 

In  conclusion,  it  is  possible  to  say  that  Spain  is  living  a 
period  of  "boom"  as  in  the  60 's  as  far  as  economic  activity  is 
concerned;  but  along  with  this  "boom"  there  are  pressures  on  the 
monetary  level  which  need  to  be  carefully  controlled  in  order  to 
avoid  lack  of  equilibrium. 

The  situation  in  Brazil  and  the  problems  of  indebtedness; 
Roberto  Oe  Olivira  Campos  has  supplied  these  indications: 
Brazil:  After  an  agitated  year,  Brazil  finds  itself  facing  again 
a  very  high  inflation.  It  was,  for  various  months,  at  zero  level, 
but  this  was  only  thanks  to  a  policy  of  the  "freezing"  of  prices 
and  salaries,  followed  by  a  freezing  of  exchange  rates.  The 
"freezing"  does  not  represent  an  economic  policy;  experience 
anywhere  can  teach  this.  And,  in  Brazil  also,  they  have, 
therefore,  developed  a  very  broad  "black-market,"  with  prices  that 
have  gone  through  the  roof  and  with  the  situation  that  has  slowly 
become  unsustainable.   In  the  meantime,  they  have  verified  an 
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"explosion  of  nationalism"  which  has  discouraged  foreign  investors. 
"A  nationalisn"  tied  to  pride  for  the  supposed  successes  of  the 
battle  against  inflation  and  in  economic  growth. 

There  has  also  been  a  decrease  in  the  flow  of  financing  on  the 
part  of  foreign  banks. 

The  Brazilian  government,  facing  the  failure  of  the  action 
taken,  has  proclaimed  it  did  not  want  to  pay  the  debt,  also  for 
demagogic  reasons;  it  did  not  intend  to  deal  anymore  with  the 
Monetary  Fund.  (IMF).  This  rigid  position  has  somewhat  softened, 
measures  have  been  adopted,  and  the  situation  is  slightly  improved. 
But  there  is  no  doubt  that  it  remains  still  extremely  difficult: 
"We  are  facing  a  new  Brazilian  disaster,"  says  Campos. 

Brazil  is  the  country  in  South  America  which  at  the  moment  is 
watched  with  the  greatest  preoccupation;  but,  in  relationship  to 
other  countries  in  this  area,  it  presents  a  productive  structure 
which  is  more  diversified.  TRer*  is  space  to  maneuver  for 
industrial  restructuring,  to  attract  again  foreign  capital:  the 
most  important  thing  is  to  reduce  this  wave  of  resurging 
nationalism.  The  escape  of  capital  is  not  as  strong  as  it  used  to 
be.  ^-^tr 

There  is  to,  hope,  says  C4unpos,  that  the  government  applies 
economic  politics  that  are  more  appropriate,  opening  again  its 
negotiations  with  the  World  Bank  in  order  to  discuss  more 
concretely  the  prospect ives  of  the  country. 

This  topic  concerns  in  a  way  all  of  the  countries  of  Latin 
America  which  are  called  to:   (1)   Maintain  realistic   interest 
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rates;  (2)  Maintain  also  realistic  exchange  rates;  and  (3)  Reduce 
public  presence  which  is  always  an  inefficient  presence.  This 
"golden  recipe"  however,  has  not  been  applied  also  by  the  countries 
of  the  OCSC  and  remains,  therefore,  of  difficult  application  in  the 
Latin  American  countries.  The  possibility  that  the  Japanese  give, 
a  contribution  as  far  as  the  debt  problem  is  concerned  ,  is 
beginning  to  form.  It  could  be  a  positive  prospective,  also,  in 
light  of  the  fact  that  the  "Baker  plan"  practically  did  not  work. 

Another  hypothesis  is  that  of  "debt  to  equity  swap":  it  can 
represent  an  instrument,  even  if  partial,  for  a  solution  to  the 
problem  of  debt.  In  Brazil  there  was  a  law,  in  1984  and  1985,  that 
favored  this  transformation  of  debt  in  shares  of  Brazilian 
companies;  subsequently  the  Central  Bank  suspended  rules;  today 
there  is  a  new  project  on  this  subject  to  which  several  objections 
are  being  applied,  with  reference  to  the  pressure  of  the  internal 
monetary  situation  which  the  application  of  this  method  provokes, 
let  alone  the  fear  which  is  spreading  in  all  Latin  American 
countries,  that  the  foreigners  acc[uire  with  strong  discounts,  debts 
in  order  to  introduce  themselves  in  local  productive  situations. 

It  is  the  interest  of  the  international  financial  community, 
says  Campos,  to  stimulate  these  countries  so  that  this  instrument 
is  utilized  within  the  framework  of  measures  to  adopt  in  order  to 
progressively  disengage  the  big  debt  bomb  under  the  reality  of 
international  economics. 

The  observations  of  Kissinger  on  the  subject  of  debt  is  this: 
the  American  banks  should  make  an  effort  in  their  own  interest  to 
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accept  a  cut  in  the  capital  line  of  debt.  But  the  general  economic 
difficulties  and  the  fiscal  novelties  (lack  of  incentivation)  do 
not  favor,  at  the  current  time,  a  maneuver  which,  however,  appears 
necessary  within  the  framework  of  a  restructuring  of  the  situation, 
which  is  indispensable  and  that  now  the  banks  accept  as  a  matter  of 
principle.  The  problem  of  debt  remains  one  of  the  most  delicate 
"points  of  crisis'*  of  the  current  economic  situation. 

Kissinger  ends  by  saying  that  he  is  in  favor  of  the  idea 
already  stated,  of  a  "marshal  plan"  in  favor  of  the  indebted 
countries.  But  he  sustains-in  reply  to  a  question-that  he  is  not 
available  to  take  on  in  first  person  an  initiative  of  this  kind. 
A  new  marshal  plan  should,  amongst  other  things,  be  based  on 
coordinated  actions  on  the  part  of  the  U.S.,  Japan,  and  European 
countries:  a  difficult  perspective  in  light  of  the  tensions 
occurring  in  international  cooperation,  also  on  an  economic  level. 
The  initiative  of  Japan,  which  ~  we  have  mentioned  before,  is 
welcome;  but  it  is  isolated  and  it  does  not  represent  a  solution. 
Enclosure 

Encounter  with  the  Banco  di  Bilbao 

Th«  •ncounter  allowed  for  an  exchange  of  ideas  on  three 
topics:  (1)  Forecast  for  the  year  2000  in  banking  activities;  (2) 
an  organizational  plan  to  support  the  new  way  to  "do  banking;"  and 
(3)  the  problems  of  foreign  trade  and  the  role  of  banks  in  the  new 
context  of  exchanges. 
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Here  are  the  principle  indications  supplied  by  the 
representatives  of  the  Banco  di  Bilbao  with  specific  reference  to 
their  bank. 

1)  The  Bank  in  the  Year  2000:  In  the  coining  years  two 
characteristics  will  become  dominant:  (a)  The  customer  will  be 
much  more  sophisticated,  he  will  require  an  always  increasing 
quality  of  services  offered;  (b)  The  market  will  become 
increasingly  free:  there  will  be  an  increase  in  interdependency 
between  the  countries,  the  global  market  becomes  a  reality,  and 
competition  will  become  stronger. 

The  answer  needs  to  be  identified  in  giving  life  to  a  large 
conglomerate,  in  which  banking  activity  will  be  only  one  part. 

To  give  substance  to  this  reply,  two  choices  are  imposed: 
[What  follows  in  the  Italian  text  does  not  relate  to  what  is  being 
said.  There  appears  to  be  something  missing] .  It  is  difficult, 
amongst  other  things,  that  the  Chinese,  within  a  very  short  amount 
of  time,  be  able  to  "center"  all  the  objectives  that  they  have 
proposed  for  themselves.  The  path  undertaken  by  China  will  not  be 
all  downhill. 

The  Countries  of  Latin  America 

If,  in  the  countries  of  Latin  America  increased  tension 
explodes,  with  reference  to  the  problem  of  debt,  these  countries 
will  attempt  to  tighten  relationships  with  the  Japanese,  the  only 
ones  that  today  are  demonstrating  themselves  available  to  take  on 
obligations  tied  to  the  problem  of  interfiational  debt.  This  fact 
certainly  reduces  the  influence  of  the  United  States  on  these 
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countries  and  it  is  a  prospective  which  needs  to  be  kept  in  mind. 

The  problem  of  Mexico  is  extremely  delicate.  At  the  current 
time,  there  aren't  any  indications  on  who  will  be  the  candidate  for 
presidency  of  Mexico,  and  so  it  is  not  possible  to  make  any. 
political  forecasts  on  the  policies  of  the  new  president  towards 
the  U.S.  It  is  certain,  however,  that  a  grave  political  crisis  is 
in  sight  in  the  country. 
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On  the  other  hand,  as  already  as  has  been  observed  in  other 
occasions,  Mexico  does  not  have  state,  military,  etc.  institutions 
capable  of  sustaining  the  country:  it  is  a  confused  situation,  and 
extremely  delicate,  which  must  conduct  the  United  States  to  a 
careful  evaluation  of  the  actions  to  be  adopted  with  concern  to 
this  country  at  its  own  borders. 

(b)  Utilize  the  banking  network  (1,400  cashier  windows;  in 
Spain,  the  banks  have  (available)  30,000  cashier  windows  to  sell 
new  products,  even  insurance  products. 

(c)  Progressively  restructure  the  network  of  banking  windows 
(operation  which  is  necessarily  going  to  be  slow)  with  regard  to 
the  requirements  already  mentioned,  and  with  the  objective  of 
increasing  activity,  therefore,  productivity. 

The  internationalization  must  continue  to  be  stimulated  with 
the  standardization  of  services.  The  bank  is  counting  on  the 
capacity  of  the  branch  manager.  '  The  international  vocation  is 
based  on  two  suppositions:  (1)  giving  support  to  Spanish  operators 
on  foreign  markets  and  (2)  being  present  on  large  capital  markets. 
The  definition  is  this: 

"We  need  to  be  an  international  bank,  not  a  national  bank  with 
international  customers." 

To  better  reach  the  objective  of  internationalization,  we  need 
to  solve  two  problems:  (1)  Defining  the  quantitative  and 
qualitative  dimension  of  our  presence  abroad;  and  (2)  know  how  to 
develop  the  synergies  between  domestic  customers  and  international 
customers. 
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In  Spain,  at  the  current  time,  the  orodtirt  is  mor^  important 
than  the  customer,  in  the  sense  that-keeping  in  mind  public  deficit 
and  competition  of  the  State  -  it  is  necessary  to  identify  specific 
products,  which  can  interest  the  customer  amongst  these  in  the 
forefront  is  the  insurance  product. 

On  the  other  hand,  only  identifying  the  correct  product  is  it 
possible  to  transform  the  market  of  credit-financial  products  from 
market  dominated  by  demand,  to  market  dominated  (or  at  least 
controlled)  by  the  vendor. 

•  •  • 

The  Banco  di  Bilbao  is  present,  besides  in  banking  activities, 
also  in  other  sectors  on  the  basis  of  these  strategical  choices: 

(a)  Minority  participation  in  companies  that  operate  in 
various  fields  of  finance;  in  particular  participation  in  insurance 
companies  of  general  nature. 

(b)  Total  participation  in  companies  operating  in  life 
insurancg  ( Euros icuras).  Priority  strategic  objective:  Inter 
massively  in  the  sector  of  the  insurances,  utilizing  the  banking 
network  to  reduce  the  cost  of  a»\m. 

They  explain:  the  frontier  between  bank  and  insurance  is 
destine  to  progressively  shorten;  we  need  to  keep  in  mind  the 
increasing  tendency  on  the  part  of  the  Spanish  to  obtain  life 
insurance,  with  assistance  characteristics.  This  is  a  trend  that 
is,  amongst  other  things,  destined  to  increase,  in  the  sense  that 
the  customer  is  inclined  to  enlarge  his  interest  to  all  of  the 
products  connected  to  insurance.  Life  insurance  is  an  elementary 
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procedure:  that  is  why  we  have  (distributed)  attributed  it 
inunediately  to  the  branches.  We  believe  that  this  insurance  is  a 
correct  and  proper  private  banking  product,  like  a  checking 
account.  The  insurance  becomes  a  type  of  investment  fund, 
guaranteeing  to  tha  bank  a  collection  at  medium  term  from 
customers.  There  are  no  problems  with  the  vigilance  authorities  on 
this  matter  because  this  activity  is  permitted.  The  branches 
receive  a  prize  related  to  the  profits;  it  is  not  the  single 
employee  who  is  incentivated  by  a  prize  related  to  the  sale  of  the 
insurance  products. 

(c)  Activities  of  Insurance  Brokerage:  The  single  situations 
are  being  studied,  the  industrial  risks  are  evaluated  and  the  best 
solutions  are  identified.   An  activity  of  mediation. 

To  sell  these  activities  we  proceed  directly,  that  is,  with 
"ad  hoc"  men,  with  an  "expert  man  in  insurances,"  who  operate 
within  the  branch.  The  final  objective  is  to  always  utilize  the 
banking  network  to  sell  all  the  insurance  products,  not  only  the 
elementary  ones  (as  life  insurance) . 

The  insurance  companies  protest  this  "aggression"  on  the  part 
of  the  banks  in  their  field,  but  they  are  protests  that  remain 
sterile.  They  do  not  have  the  money  to  acqpilre  the  banks  and  the 
subject  is  valid  also  for  industry.  (Opposite  situation  as  can  be 
seen  with  respect  to  the  Italian  one) . 

•  •  • 

Taking  into  consideration  the  international  perspectives,  the 
progressive  carrying  out  of  liberalization  in  the  movement  of 
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capitals,  it  is  possible  to  forecast  that  in  the  year  2000,  there 
will  be:  global  banks,  understood  as  companies  that  conduct 
universal  banking  in  all  of  the  world  (for  example  Citibank) :  not 
more  than  twelve; 

international  banks:   approximately  30. 

Banco  di  Bilbao  wants  to  be  an  international  bank  within  the 
context  of  this  prospective. 

General  type  topic,  to  b«  carried  forward  in  the  opportune 
time,  is  that  of  having  common  legislation  at  a  ECC  level  for 
banking  activities.  This  topic  becomes  urgent,  keeping  in  mind  the 
deadline  of  1992. 

Also  important,  within  this  context  is  the  prospective  of 
exchange  of  forms  of  permanent  collaboration,  between  banks 
operating  within  the  Community,  eventually  supported  by  crisscross 
exchange  of  shares. 

2.  The  Organizational  Philosophy!  Beyond  the  Board,  there 
have  also  been  constituted  (it  is  an  autonoaous  choice  of  the 
Banco,  not  sanctioned  by  their  constitutional  document) ,  three 
permanent  commissions,  composed  of  meaJsers  of  the  Board  and  of  high 
managers.  There  exists  also  an  executive  CoBBittee,  in  which  the 
highest  manageaent  of  the  bank  participates. 

The  executiv*  coaaittee  has,  within  its  staff,  the  research 
department,  the  planning  and  developaent  departaent  and  a  few 
others . 

Froa  the  general  manager  depend  directly  heads  of  other 
operations  centers  and  that  is:  (I)  international  activities;  (2) 
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investments;  (3)  commercial  banking  activities;  and  (4)  data 
network  and  personnel. 

The  three  commissions  are:  (a)  an  international  one  which 
meets  once  a  month;  (b)  controlling  commission,  which  meets  once  a 
month.  It  is  composed  of  three  advisors  (not  by  the  President  and 
by  the  General  Manager)  and  it  evaluates  with  an  external  auditing 
company  the  correctness  of  all  operations.  The  Spanish  law  on 
companies  does  not  foresee  the  existence  the  "Collegio  Die 
Sindaci";  (c)  an  investment  commission  that  meets  two  or  three 
times  a  week. 

The  Banco  di  Bilbao  has  carried  out  regional  articulation: 
there  is  a  responsible  person  within  every  area  that  decides 
everything,  from  the  movement  of  personnel  to  the  single 
operations.  He  is,  however,  also  responsible  for  the  results. 
Every  area  manager  functions  with  an  operative  articulation,  or 
freedom,  similar  to  the  one  existing  in  the  center.  The  principle 
of  decentralization  is  carried  out  with  the  logic  of  American 
industrial  companies. 

What  directly  depends  from  central  headquarters  -  with  its  own 
representatives  in  nine  branches,  that  answer  directly  to  the 
responsibl*  manager  in  central  headquarters  -  is  the  relationship 
with  1.500  "big  customers."  The  list  of  these  1,500  is  agreed  on 
and  kno%m.  It  has  been  generated  in  order  to  avoid  that  the  area 
managers  should  aim  on  big  companies  to  conduct  business,  therefore 
ignoring  new  and  potential  customers.  In  practice,  the  Banco  tends 
to  have  a  manager  which  follows  constantly  one  or  a  small  nvunber  of 
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BY  HAKD 


The  Honorable  Henry  B.  Gonzalez 

Chairman 

Committee  on  Banking,  Finance 

and  Urban  Affairs 
2129  Rayburn  House  Office  Building 
Washington,  D.C.   20515-6050 


RECE/VBD 


Dear  Chairman  Gonzalez: 

On  behalf  of  Dr.  Henry  Kissinger,  I  am  writing  to  ask  that 
you  correct  the  record  with  respect  to  statements  made  during  the 
House  Banking  Committee's  November  9  hearing  on  the  BNL-Atlanta 
loans  to  Iraq. 


1.    Mr.  Drogoul  made  a  number  of  statements  in  response  to 
Committee  questions  about  his  "knowledge  of  BNL's  relationship 
with  Kissinger  Associates."  The  limited  relationships  of  Dr. 
Kissinger  and  Kissinger  Associates  with  BNL  are  fully  described 
in  my  letter  of  May  12,  1992,  and  Dr.  Kissinger's  earlier  letter 
to  the  Committee  dated  August  30,  1991,  printed  at  page  H2700  of 
the  Congressional  Record  for  April  28,  1992.   As  set  forth  in 
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these  letters,  BNL  was  a  consulting  client  of  Kissinger 
Associates  from  1986  to  1988,  and  Dr.  Kissinger  served  as  a 
member  of  BNL's  International  Advisory  Board  from  1985  to  1991, 
together  with  other  well-known  international  leaders  such  as 
Pierre  Trudeau,  Raymond  Barre,  and  David  Rockefeller.   However, 
neither  Dr.  Kissinger  nor  Kissinger  Associates  ever  advised  or 
assisted  BNL  in  connection  with  any  loan  or  other  business 
relating  to  Iraq. 

Contrary  to  Mr.  Drogoul's  testimony.  Dr.  Kissinger  was  not 
"the  architect  of  United  States  foreign  policy  toward  Iraq"  at 
any  time  after  he  left  public  office  in  1977,  a  decade  before  the 
period  covered  by  Mr.  Drogoul's  testimony.   Nor  was  he  the 
"architect  of  these  loans  as  they  related  to  U.S.  foreign 
policy."  Dr.  Kissinger  played  no  part  in  the  formulation  of  U.S. 
foreign  policy  toward  Iraq  during  the  period  of  the  BNL  loans. 
Neither  Dr.  Kissinger  nor  Kissinger  Associates  had  knowledge  of 
or  involvement  in  any  BNL  loan  relating  to  Iraq. 

Mr.  Drogoul  also  stated  that  "the  people  at  Kissinger 
Associates  were  somehow  assisting  clients  of  Iraq  in  furthering 
and  developing  business."  The  reference  to  "clients  of  Iraq"  is 
obscure,  but  even  if  it  refers  to  clients  of  Kissinger 
Associates,  the  statement  is  untrue.   KAI  is  a  geopolitical 
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consulting  firm.   It  advises  corporate  clients  regarding  economic 
and  geopolitical  trends  around  the  world.   Although  KAI  has 
occasionally  provided  general  advice  to  its  clients  about  Iraq's 
comparative  political  stability  and  its  role  in  the  region,  KAI 
has  never  advised  or  assisted  any  client  in  developing  business 
in  Iraq  or  obtaining  loans  for  that  purpose. 

2.    You  referred  to  a  letter  I  had  written  to  the 
Committee  as  Dr.  Kissinger's  counsel  relating  to  documents 
published  by  the  Committee  concerning  Dr.  Kissinger's  past 
membership  on  the  International  Advisory  Board  of  BNL.   You 
described  my  letter  as  "protesting  and  stating  that  he  [Dr. 
Kissinger]  at  no  time  as  a  member  ever  discussed  Iraq".   You  then 
referred  to  minutes  of  an  International  Advisory  Board  meeting  in 
Madrid  on  May  4-5,  1987,  showing  that  Dr.  Kissinger  had  discussed 
the  Iran-Iraq  War  and  its  strategic  and  political  implications. 

My  letter  to  you  dated  May  12,  1992  contains  no  statement 
remotely  resembling  your  characterization  of  it.   It  contains  no 
statement  whatsoever  about  the  substance  of  any  discussions  at 
the  International  Advisory  Board.   While  it  is  true  that  Dr. 
Kissinger  did  engage  in  discussions  of  the  international 
political  and  strategic  situation  at  Advisory  Board  meetings, 
including  the  discussion  of  the  Iran-Iraq  War  you  referred  to. 
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nothing  in  my  letter  can  be  read  as  suggesting  the  contrary. 


As  Dr.  Kissinger  has  previously  told  the  Coininittee,  the 
purpose  of  BNL's  Advisory  Board  —  like  similar  advisory  boards 
for  other  multinational  companies  —  was  to  present  the  views  of 
experienced  world  leaders  on  political  and  economic  developments 
around  the  world.   Dr.  Kissinger's  general  comments  regarding  the 
Iran-Iraq  War  were  no  different  from  remarks  he  made  in  other 
fora.   The  Advisory  Board  was  not  informed  about  and  did  not 
provide  advice  regarding  BNL's  banking  activities  in  particular 
countries.   The  Advisory  Board  minutes  show  no  discussion  of  BNL 
loans  relating  to  Iraq  or  any  other  country,  and  there  were  no 
such  discussions. 

The  activities  of  BNL-Atlanta  and  their  relationship  if  any 
to  U.S.  foreign  policy  vis-a-vis  Iraq  in  the  1980 's  and  1990 's 
may  be  worthy  subjects  of  inquiry  by  your  Committee,  but  as  the 
record  before  the  Committee  plainly  shows.  Dr.  Kissinger  had  no 
involvement  whatsoever  in  either  of  these  subjects.   Throughout 
this  period,  and  well  before  Iraq's  invasion  of  Kuwait,  he  was  a 
consistent  public  critic  of  Saddam  Hussein,  and  did  nothing  to 
assist  him.   The  allegations  made  in  the  Committee's  November  9 
hearing  concerning  Dr.  Kissinger  and  Kissinger  Associates  are 
totally  untrue. 
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I  respectfully  request  that  this  letter  be  made  a  part  of 
the  hearing  record. 


Sincerely  yours, 
Lloyd  N.  Cutler 


cc:   The  Honorable  James  A.  Leach 
Ranking  Minority  Member 
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Mr.  Lloyd  N.  Cutler 
Hllmer,  Cutler  &  Pickering 
2445  M  Street,  N.W. 
Washington,  D.C.  20037-1420 

Dear  Mr.  Cutler: 

I  an  in  receipt  of  your  letter  of  November  12,  1993  related  to 
the  Banking  Committee's  hearing  on  the  Atlanta  agency  of  the  Banca 
Nazionale  del  Lavoro  (BNL)  that  was  held  on  November  9,  1993. 

First,  you  should  be  aware  that  Mr.  Drogoul  was  sworn  in  at 
the  hearing,  and  as  such,  he  is  expected  to  provide  truthful 
testimony.  Since  I  cannot  pass  judgement  on  the  veracity  of  his 
statements,  nor  can  I  cannot  "correct"  his  statement  as  you 
request. 

Second,  yoiur  letter  states,  "Dr.  Kissinger's  general  comments 
regarding  the  Iran-Iraq  War  were  no  different  from  remarks  he  made 
in  other  fora."  Your  letter  also  indicates  that  Mr.  Kissinger's 
participation  on  the  BNL  Advisory  Board  did  not  influence  BNL's 
policy  toward  the  Middle  East  and  Iraq.  I  disagree  with  these 
characterizations.  Mr.  Kissinger's  statements  to  BNL  were  made  "in 
the  fora"  of  private  meetings  held  for  the  benefit  of  a  profit 
seeking  entity,  BNL.  Mr.  Kissinger's  statements  were  not  made  in 
a  public  forum  nor  were  the  minutes  of  those  meetings  disseminated 
to  the  public,  and  therefore,  their  content  cannot  be  verified. 

BNL  established  the  International  Advisory  Board  to  help  its 
business.  Mr.  Kissinger  was  hired  to  serve  on  the  Board  to  help 
BNL's  business.  There  can  be  no  doubt  that  BNL  used  Mr. 
Kissinger's  views  to  help  formulate  its  lending  policy  toward 
current  and  prospective  customers  that  had  interests  in  or  were 
located  in  the  Middle  East  and  Iraq.  If  the  expression  of  Mr. 
Kissinger's  views  were  no  different  from  remarks  in  other  fora,  why 
would  BNL  pay  handsomely  for  his  views? 
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Third,  I  find  it  hard  to  accept  your  statement  that  Mr. 
Kissinger  "...  played  no  part  in  the  formulation  of  U.S.  foreign 
policy  toward  Iraq  during  the  period  in  question."  Mr.  Kissinger 
was  the  former  superior  and  close  friend  of  former  Secretary  of 
State  Lawrence  Eagleburger  and  former  National  Security  Advisor 
Brent  Scowcroft.  These  men  played  a  pivotal  role  in  setting  U.S. 
policy  toward  the  Middle  East  and  Iraq,  and  I  find  it  hard  to 
believe  that  they  were  not  influenced  to  some  degree  by  Mr. 
Kissinger's  thoughts  on  the  topic. 

Per  your  request,  I  will  include  your  letter  of  November  12, 
1993  and  my  response  in  the  printed  record  of  the  hearing. 

Sincerely, 


Chairman 
HBG:dX 
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BANCA  NAZIONALC  OCL  LAVORO 


m^iL 


BANCA  NAZICNALC  OCL  LAVORO 


LUIG!  SAROELLI 


October  3,  1938 


Mr.  Chris  Drogoul 

Baaca  Nazlonale  del  Lavoro 

Atlanta  Branch 

Gas  Light  Tower 

235  Peachtree  St. 

Suite  2000 

Atlanta  CA  30303 


:j.e. 


Dlrezlone  Centrale 
Ispettorato  e  Sicuriszza 
c/o  Jott.  Luclo  Ccnstantinl 
NY  (by  hanJ) 

Regional  Auditor, 
New  York 


:^o 


Dear  Mr.-  Drogoul: 

I  enclose  herewith  a  copy  of  two  memoranda  which  because  of  the 
magnitude  of  the  amounts  involved  and  the  seriousness     of     the 
findings  have  been  sent  to  me  by  our  Regional  Auditor  on  a  interim 
basis . 


On  a  personal  Ic.el  I  must  say  that  1  was  shocked  and 
dismayed.  Given  the  extreme  accessibility  with  .hicii  I  make  myself 
available  anytime  ot  th;;  day  (and  the  night)  to  whomever  officer 
of  this  Area  asks  cor  guidance,  I  vould  have  niiver  expected  that 
such  a  situation  e.xlsc   in  the  Atlanti  Agency. 

But  then  the  question  comes:  how  can  .anyone  lend  guidance 
to  people  who  evidently  do  not  want  to  be  guided? 

Rlvertlng  to  officialdom  I  believe  that  your  explanations 
of  the  clrcuaastances  which  prompted  the  existence  of  so  many 
unacceptable  exceptions  are  needed  with  the  outmost  urgency.  You 
undoubtedly  realise  that  In  certain  cases  Executive  Committee 
Resolutions  have  been  defied  (the  Head  Offi.e  letters  dated  Feb. 
18  and  May  30,  1938  on  Cargill  have  noc  ^-tn  be:;T  answered) 
whereas  "country  risk  exposures",  the  .1or:.ain  of  our  Board  of 
Directors,  seems  to  have  been  exceeded  out  oi  any  proportion 
with  the  amounts  authorized,  i  suggest  chat  you  prepare  a 
oemoranduo  of  explanncion  torching  upon  all  the  taplcs  contained 
in  the  Regional  Auditor's  irenor^nda,  so  that  it  can  be  discussed 
at  a  meeting  with  me  to  be  held  on  Frid.;.-'.  October  7,  1938,  in 
New  York,  Bank  premises  7th  F'oor. 


Sln^erelv, 

V 


^S  WEST  Sivi  STREET     •     NEW  YORK  NY  loi"i     •     O12ISS'""0 
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BANCA  NA210»»A12  DEL  LAVCRO 
ATLA^•TA  AGENCY 


lUyiCCM  C0V2S  LSTTSS 


PLEASE  OELIVSJl  THE  FCLLOWIM!;  PAGt(S)  TO; 


NAME: 


TBLZPHONE  <>: 


TOTAL  SUMBES  OP  PACES     Vi9  T  INCLUDING  COVSR  LETTER 


4 


NOTEi 


IP  TOU  SEEB  A  RESEND  OP  ANY  PACE,  PLEASE  CALL  THE  NUMBER  ABOVE.   IF  TOU 
DO  NOT  CALL,  WE  WILL  ASSUME  THAT  YOU  HAVE  RECEIVED  TH2  DESIGNATED  NlWEZa 
or  PAC23  SATISFACTORILY . 


TKA«, 
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T)4-?  A£«Ve    ^Kc€?r>oAJ^^Uif^c    uJiTrf    orn^fi  Types 
Of  ^Kc€ prions    w-^ve    e,€^\i   fisF^Meh    7b   tm£ 
/^5-vcy    A)'fAA<i-5^    Tor    (5.6^0 t-w Ti e /vJ  . 


U\USS>     irH.^     f^oT     )^J     PL/»Ce      A/^b     A     P,'?OCf2^uft5'  To 


(t.      ^E-^iLA-L      "^'SCAEf^rVC/P^      U;l/^    feFF/T/     fJoTBb  ' 


Trt^HF  A.RgM3    cAe^iT    pRDPoSALi    Ps.e«^tpi> ,    AC-^fJCy 
k^^Qorr^h   lAJ'TH  THe^    c/Jg'li  fT  'b^PA-ri"rtvie:A;-r, 
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Ai^b    /'ff^-sic^L   STa.\Acru[fi.e . 
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BA.NCA  SA210NALE  DEL  LAVORO 
ATLANTA  ACSNCY 


RAPICOM  COVra  LETTEa 


MAKE; 

BRANCH: 


PLEASE  DELIVER  THE  FOLLOWING  PACE (3)  TOs 


moMj 


NAME 


..     L,   >^ie^<,F.ze 


department:      ATL/^^q      A<Cf.vcv 

TELEPHONE  #l ^ 


TOT^U.  NUMBEa  OP  PACES 


3 


INCLUDING  COVER  LETTER. 


ROTEi 


IP  YOU  NEED  A  RESEND  OF  ANY  PAGE.  PLEASE  CALL  THE  MMER  ABOVE.   IP  YOU 
DO  NOT  CAU,  WE  WILL  ASSLWE  THAT  YOU  HAVE  RECEIVED  THE  DESIGNATED  NUMBER 
OF  PAGES  SATISFACTORILY. 
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ftp  qjj-[ps-. 
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WILUAM  C  HARRIS 
Conunluionar 


Sulla  2130 


JOHN  E.  TRESTON  Slal.  olMllnoH  ^^"(^"o'^mnl"'''^"' 

FV*l  Oepuiy  Comm.M.on«  COMMISSIONER  OF  BANKS  AND  TRUST  COMPANIES  '"?^733-20«r*'* 

WILUAM  J.  BOYS  .  on        .nn^ 

0.pulyCon,m,«lon«  AugUSC    20.     1985 


Mr.  Renaco  Guadagnlnl 

Executive  Vice  President 

Banca  Nazionale  del  Lavoro 

Regional  Manager  North  and  Central  America 

25  West  51st  Street 

New  York.  New  York   10019 

Dear  Mr.  Guadagnini: 

Enclosed  please  find  a  copy  of  the  Report  of 
Examination  of  the  Chicago  Branch  as  of  the  close  of 
business  June  7.  1985. 

It  is  apparent  that  Mr.  Vlncenzino  has  accomplished  the 
banks  initial  objectives  set  out  by  Regional  management 
to  bring  the  branch  under  an  expense  control  program 
along  with  a  gradual  sound  commercial  loan  growth. 
Problems  discussed  in  the  previous  examinations  have 
been  corrected  and  a  favorable  trend  noted. 

After  the  Report  has  been  reviewed,  please  execute  the 
attached  official  acknowledgement  and  return  same  to 
this  office. 

Sincerely, 


Arthur  J.  Appl,  Jr. 
Supervising  Examiner 
Foreign  Banking 


AJA:am 
Enclosure 

cc:   Mr.  Giuseppe  Vlncenzino,  Manager 
Banca  Nazionale  del  Lavoro 
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WILLIAM  C  HARRIS 

Commissioner  N^fe^  Suite  2130 

310  South  Michigan  Avanue 

JOHN  E.  TRESTON  State  of  Illinois  Chicago,  Illinois  60604 

prtt  Deputy  Commissioner  COMMISSIONER  OF  BANKS  AND  TRUST  COMPANIES  312/793-2043 

WILUAM  J.  BOYS 
Deputy  Commissioner 

August  20,  1985 


Mr.  Giuseppe  Vinsenzino.  Manager 

Banca  Nazionale  del  Lavoro 

55  West  Monroe  Street 

Suite  600 

Chicago,  Illinois  60603 

Dear  Mr.  Vincenzino: 

Enclosed  please  find  a  copy  of  the  Report  of 
Examination  of  the  Chicago  Branch  as  of  the  close  of 
business  June  7,  1985. 

It  has  been  noted  that  Regional  Management's  objectives 
as  set  out  approximately  a  year  ago  of  controlling 
expenses  along  with  a  gradual  sound  commercial  loan 
growth  has  been  accomplished.  This  office  acknowledges 
that  and  the  favorable  trend  noted  during  this 
examination. 

After  the  report  has  been  reviewed,  please  execute  the 
attached  official  acknowledgment  and  return  same  to 
this  office. 


Sincerely, 


Arthur'-J.   Kapl,   Jr. 
Supervisinsf  Examiner 
Foreign   B/nking 


AJA:am 
Enclosure 
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RCA  GA 
843610116+ 

YR  ID  PLS7LAV0R0BANK  CGO 

MAR  01  0919  637019 
610116  BNLROM  I 
LAVOROBANK  CGO 

MESS.  7234  MARZO  1,  1985 


DIRBANCOPER 

C.SE  ATT.NE  SIGNOR  DIRETTORE  GENERALE,  PROF. FRANCESCO  BIGNARDI 

CC:  VICE  DIRETTORE  GENERALE,  DR.  FABIO  LARATTA 
SAI,  MR.  ANGELO  FLORIO 


SIAMO  LIETI  DI  INFORMARLA  CHE  BNL  CHICAGO  HABET  CHIUSO  MESE 
FEBBRAIO  1985  IN  ATTIVO  PER  DOLLARI  4,208.74. 

CONFIDIAMO  DI  POTERE  MANTENERE  RISULTATI  POSITIVI  PER  CORRENTE 
ESERCIZIO  ET  RINGRAZIAMO  LEI  ET  DIREZIONE  GENERALE  TUTTA  PER 
FIDUCIA  ACCORDATACI  ET  PER  CONTINUA  ASSISTENZA. 

OSSEQUI. 

VINCENZ INO-GUADAGNINI 
LAVOROBANK  CHICAGO 

e 

610116  BNLROM  I 
LAVOROBANK  CGO 


6663. 4| 
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X«l«9)ram  from  BML  Chicago  to  BML  Rom«,  Nafoh  1,  198S 

TOt   Prof.  Francesco  Bignardi 

Director  General 
CCi  Dr.  Pablo  Laratta,  Deputy  Director  General, 

Mr.  Angelo  Florio,  International  Affairs  Division 

We  are  pleased  to  Inform  you  that  BNL  Chicago  closed  the  month 
of  February,  1985  with  a  profit  ot  $4,208.74. 

We  trust  we  will  continue  to  show  profits  in  the  current 
reporting  year,  and  we  thank  you  and  all  the  senior  managers 
for  the  confidence  placed  in  us  and  for  your  continued 
assistance* 

Respectfully, 

Vincenzino-Guadagni 
Lavorobank  Chicago 
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Codice  MUtentt:  281 


Chicago    \__^r::::^l£A 


A*^^ 

Oggetto:        Filiale   B.N.L.    di  Chicago. 


RiferimaUi: 


.1. 


03 


— :,  r  ^  N» ■-  J".  I 


)vOT29  marzo    1985 

Q    V.i  fnumcro  dl  protocollo  e  cUta) 


-nT\ 


TELESPRESSO  indiriiza+o  a: 


c,  p.c. 


AMBASCIATA  D' ITALIA 
WASHINGTON 

BANCA  NAZIONALE  DEL  LAVORO 

Direzione  Generale 

Via  Vittorio  Veneto,  116 

ROMA 


AlUg. 


Ho  il  piacere  di  portare  a  conoscenza  di  codesta  Ambasciaca 
che  quesca  filiale  della  B.N.L.  che,  fin  dai  primi  mesi  della  sua 
apercura  in  questa  cicta  awenuta  nel  1982,  aveva  sollevato  serie  per- 
plessica  in  questi  circoli  bancari,  ha  facto  verificare,  nei  primi 
mesi  del  corrence  esercizio  1985  e  per  la  prima  volta,  un  saldo  accivo. 

Indubbiamente ,  il  verificarsi  di  situazioni  favorevoli  ma 
soprattutto  I'azione  precisa,  cauca  e  lungi -mirante  dell'attuale  dire- 
zione, sono  stati  tucci  elementi  che  hanno  concorso  a  ristabilire  in 
quesca  cicca  ed  in  quesci  circoli,  il  ri;:pecco  e  la  fiducia  nella 
nostra  Banca. 


■  U  v>^ 
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Tolsgram  of  March  29,  1985  [Staapi  BML  Main  Office  Hall  Roon] 

TOi       Italian  Bmbasey  in  Washington,  March  29,  1985 

FROMt     Italian  Coneulatd  General  in  Chicago 

CCt       BNL  Main  Office,  via  Vittorio  Veneto  116,  ROMB 

Subject:  BMIi  branch  in  Chicago 

I  take  pleasure  in  informing  the  Embassy  that  the  BKL  branch 
here,  which  had  given  rise  to  serious  concern  in  Chicago 
banking  circles  since  its  opening  in  1982,  has  shovm  its  first 
profitable  balance  in  the  first  months  of  1985. 

Favorable  circumstances  have  contributed  to  this  situation, 
but  the  result  is  ascribable  more  to  the  present  manager's 
meticulous,  prudent  and  forward*-looking  actions,  which  have 
helped  to  reestablish  respect  for  and  confidence  in  our  bank 
in  this  city  and  its  banking  circles. 
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j^Nazionale 

Lael 
AVORO 

INVESTIGATION 


REPORT  OF  THE 

INDEPENDENT 
COUNSEL 


FREDERICK  B.  LACEY 

ON  THE 

PRELIMINARY  INVESTIGATION 

PART  I 

DECEMBERS,  1992 
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Paq« 

INTRODUCTION     1 

ORGANIZATION  AND  STAFFING  3 

THE  SCOPE  OF  MY  INVESTIGATION 5 

Docum«nt8   5 

Intarvievs  and  Sworn  Testimony  8 

THE  REMAINDER  OF  THE  REPORT:  PART  I 12 

I.  THE  BEGINNING  OF  THE  BNL  MATTER 13 

II.  A  BROAD  REVIEW  OF  THE  BNL  MATTER 16 

III.  THE  INDICTMENT 18 

A.  Officers  And  EBployees  Of  BNL  In  Atlanta  .  .  .  .  .  18 

B.  Othar  Defendants   20 

C.  Cooperating  Individuals  23 
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A.  Overview 36 
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HrrHODDCTIQM 

Thla  portion  of  ay  Koport/  Part  Z,  roforoacoa  ao 
daaaifiod  iaforaatioa  and  thua  Ita  dlatributioa  la  uaraatrietad. 
Part  ZZ,  hovavar,  ia  a  elaaaifiad  doeuaant  aad  ita  diatributioa  ia 
raatrietad.^ 

On  Octobar  16,  1992,  Unitad  Stataa  Attomay  Ganaral 
WilliaB  P.  Barr  appointed  ma  aa  Indepandent  Counaal  purauant  to  28 
C.F.R.  Part  600,  to  invaatigata  varioua  iaauaa  ralatad  to  tha 
prosecution  of  Christophar  Drogoul  and  othara  in  what  ia  rafarrad 
to  aa  tha  Banca  Nazionala  dal  Lavoro  ("BNL")  Battar.^  (Lattar  of 
Appo  intmant ,   Ex .  1 . ) ^ 

On  Octobar  26,  acting  undar  tha  Lattar  of  Appointmant,  I 
racommandad  to  tha  Attomay  Ganaral  that,  purauant  to  tha 
Indapandant  Counsel  statute,  28  U.S. C.  ii  591,  at  sag. .  he  cossenca 
a  "pralisinary  inveatigation"  into  the  sattar.   (Latter  of  Judge 


^  Given  tiae  constraints.  Part  II  has  been  classified  "Top 
Secret  Codeword"  to  correspond  with  the  highest  classification  of 
some  of  the  restricted  material  contained  in  Part  II.  In  my 
transmittal  letter  to  the  Attorney  General,  I  have  indicated  that 
review  of  Part  II  by  trained  personnel  should  continue  in  order  to 
determine  if  any  portion  thereof  can  be  accorded  a  lesser 
claaaification  or,  pexiiaps,  even  be  declassified  for  public 
distribution. 

'  Use  of  the  description  "BNL-Atlanta"  is  intended  to 
distinguish  that  branch  from  the  bank*s  headquarters,  which 
hereinafter  will  be  referred  to  as  "BML-Roae*  or  "BNL." 

'  The  Attorney  General  requested  that  I  provide  him  with  my 
curriculum  vitae.  A  copy  is  included  in  this  Rsport.  Bx.  2.  All 
exhibits  to  Part  I  are  designated  "Bx."  with  the  appropriate 
exhibit  number  to  follow.  All  exhibits  to  Part  II  are  designated 
"OIC  Ex."  with  a  reference  to  the  appr^riate  exhibit  number. 
These  exhibits  are  included  in  the  appendices  to  Reports  I  and  II. 
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Frederick  B.  Lac«y  ("Lacey")  to  William  P.  Barr  ("Mr.  Barr"),  dated 
October  26,  1992,  Ex.  3.) 

On  October  27,  the  Attorney  General,  accepting  ny 
recosunendation,  authorized  aa  to  coonence  the  "preliminary 
investigation,"  and  asked  that  I  report  to  his  thereon  by 
December  8,  1992.  (Letter  of  Mr.  Barr  to  Lacey,  dated  October  27, 
1992,  Ex.  4.) 

On  Noveaber  12,  I  recommended  to  the  Attorney  General 
that  he  respond  to  the  request  of  the  Committee  on  the  Judiciary  of 
the  United  States  House  of  Representatives  that  he  seek  appointment 
of  a  statutory  Independent  Counsel  by  stating  that  he  had  begun  a 
preliminary  investigation  under  the  Independent  Counsel  statute 
(Letter  from  Lacey  to  Mr.  Barr,  dated  November  12,  1992,  Ex.  5). 
On  November  16,  the  Attorney  General  made  such  a  response  to  the 
Committee  on  the  Judiciary  of  both  the  United  States  House  of 
Representatives  (Letter  from  Mr.  Barr  to  Hous*  Judiciary  Committee 
dated  November  16,  1992,  Ex.  6)  and  the  Senate.  (Letter  of  Mr. 
Barr  to  Senate  Judiciary  Committee,  dated  Noveaber  16,  1992,  Ex. 
7.) 

My  appointaant  as  Independent  Counsel  followed  receipt  by 
the  Attorney  General  of  letters  from  Senator  Boren  and  the  Senate 
and  House  of  Representative  Judiciary  Coaaittees.  These  letters 
addressed  the  cor.duct  by  the  Departa«nt  of  Justice  in  the 
investigation  and  prosecution  of  the  BNL  aatter. 

In  accordance  with  the  teras  of  the  Letter  of 
Appointaent,  it  was  to  that  subject  that  I  have  devoted  ay 
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attantion  during  this  investigation.  To  th«  axtsnt  aattars  aay 
have  arisen  in  ay  investigation  related  to  the  conduct  of  persons 
outside  the  Departaent  of  Justice,  where  Z  had  the  tiae  to  address 
thea,  Z  have  considered  thea  in  this  Report. 

gMhfTf*'^^"*'  MTO  anLWWzma 

Honored  though  I  was  by  the  Attorney  General's  request 
that  Z  accept  the  Zndependent  Counsel  appointaent,  Z  agreed  to  do 
so  only  after  receiving  his  coaaitaent  that  Z  would  be  given  access 
to  every  docuaent  and  every  person  within  the  Departaent  of 
Justice.  He  has  fulfilled  that  coaaitaent.*  Z  also  withheld  ay 
acceptance  of  the  appointaent  until  Z  had  received  directly  froa 
Judge  Nilliaa  S.  Sessions,  Director  of  the  Federal  Bureau  of 
Investigation  ("FBZ"),  his  personal  assurance  that  he  would  assign 
as  aany  PBZ  agents  as  Z  required  in  ay  investigation.  This 
assurance  was  given  and  has  been  aet,  and  the  aen  and  woaen  Judge 
Sessions  assigned  have  worked  diligently  to  coaplete  this 
assignaent.  Z  particularly  wish  to  thank  Inspector  Deputy 
Assistant  Director  Frederick  B.  Verinder,  vhc«  Judge  Sessions 
assigned  to  coordinate  ay  requireaents  with  the  FBZ  investigative 
assistance  provided. 

Z  also  eiqpress  ay  appreciation  to  Director  Robert  N. 
Gates  of  the  Central  Zntelligence  Agency  ("CZA")  and  to  Znspector 
General  Frederick  P.  Hitx  of  that  Agency,  for  their  cooperation 
with  ae. 


*  As  discussed  at  10,  infra,  and  in  Part  II  of  this  Report,  one 
aeaber  of  the  Departaent  of  Justice  refused  to  testify  under  oath 
or  even  give  stenographically  recorded  testiaony. 
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I  also  wish  to  thanX  United  States  Senator  David  L.  Boren 
and  Messrs  Britt  Snyder  and  George  Tenet  of  the  staff  of  the  United 
States  Senate's  Select  Committee  on  Intelligence  for  having  given 
their  time  to  enable  me  to  grasp  quickly  certain  of  the  key 
intelligence  issues  involved  in  this  matter. 

Steven  Ross,  Esq.,  Counsel  to  the  Clerk  of  the  United 
States  House  of  Representatives,  was  also  helpful  in  bringing  to  my 
attention  certain  materials  developed  by  the  House  Committee  on 
Banking,  Finance  and  Urban  Affairs,  chaired  by  Congressman  Henry  B. 
Gonzalez. 

I  had  to  assemble  a  staff.  To  do  so  quickly,  but  without 
sacrificing  excellence  and  dedication,  I  turned  to  my  law  firm, 
LeBoeuf,  Liunb,  Leiby  &  MacRae,  drawing  from  it  attorney,  paralegal, 
secretarial  and  clerical  assistance.  At  various  times  I  have  had 
as  many  as  25  persons  from  LeBoeuf  working  on  this  matter. 
Donald  J.  Greene,  LeBoeuf 's  Chairman,  in  urging  me  to  undertake 
this  assignment,  promised  me  that  the  firm  would  make  availzUsle  to 
me  all  the  assistance  I  required.   That  promise  has  been  kept. 

My  partners,  Charles  C.  Piatt  and  Molly  S.  Boast,  joined 
me  in  this  endeavor  and,  with  their  professionalism  and  experience, 
have  played  key  rolea  in  this  investigation.  Stuart  Alderoty, 
another  LeBoeuf  colleague,  also  played  a  major  role  in  our  work, 
aided  by  many  others  from  the  LeBoeuf  firm. 

I  also  want  to  acknowledge  the  dedication  and 
professionalism  of  Marc  H.  Farley,  an  Assistant  United  States 
Attorney,  who  was,  at  my  request,  detached  from  bis  regular  duties 
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and  assigned  to  work  with  ■•  on  this  pro j act.  Mr.  Farlay  also  had 
a  central  part  in  this  projact.' 

m  Bcon   oy  mr  rMVgflTiaxTiOM 

Doeii»ants 

My  staff  and  Z  hava  raceivad  and  raviawad  thousands  of 
dotninants  froa  a  variaty  of  sourcas  as  part  of  my  investigation. 
The  following  describes  categories  of  docxuents  I  received  and  the 
process  of  gathering  and  reviewing  those  doc\»ents. 

(a)  Public  Dociments  —  At  the  outset,  I  received  and 
reviewed  sany  public  documents  to  acquire  quic)cly  a  broad 
background  of  the  matter.  These  docxaents  included:  the  Report  to 
the  Committee  on  the  Judiciary  of  the  House  of  Representatives  by 
the  Attorney  General  dated  August  10,  1992;  the  Pinal  Italian 
Parliamentary  Committee  Report  on  BNL,  dated  April  22,  1992  (Ex. 
20) ;  the  transcript  of  various  proceedings  before  United  States 
District  Judge  Marvin  H.  Shoob  involving  Christopher  Drogoul  and 
others  in  the  BML  matter,  including  those  relating  to  the  entry  of 
Paul  Robert  Von  Wedel's  and  Christopher  Drogoul *s  guilty  pleas  and 
his  sentencing  hearing;  and  the  media  reports  regarding  the  BML 
matter. 

(b)  Rrnimtnt*  *«»  t*^«  Penartment  of  Justice  —  I  took 
several  steps  to  obtain  all  relevant  documents  from  the  Justice 
Department  in  Washington  ("DCJ")  and  from  the  U.S.  Attorney's 


'    For  a  listing  of  those  contributing  to  the  completion  of  this 
project,  lift  Ex.  •. 
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Office  in  the  Northern  District  of  Georgia  ("USAO") .* 

1.  I  called  for  and  received  the  files  of  numerous 
individuals  from  the  DOJ,  USAO  and  the  BNL  Tas)c  Force  at  the  USAO 
containing  intelligence  conununity  information  in  the  BNL  matter. 
These  documents  have  been  reviewed  for  their  content,  utilized  for 
interviews  and  the  taking  of  sworn  testimony  of  witnesses,  and  many 
are  referenced  to  and  included  in  Part  II  of  this  Report,  given 
their  classified  nature. 

2.  I  met  with  certain  attorneys  at  the  DOJ  and  the 
USAO  to  describe  additional  documents  that  I  required  for  my 
inquiry,  and  to  ensure  their  full  cooperation  in  providing 
information.  As  a  result  of  those  meetings,  and  at  my  suggestion. 
Deputy  Attorney  General  George  Terwilliger  ("Terwilliger")  sent  a 
memorandum  dated  November  3,  1992,  to  all  DOJ  employees  directing 
a  full  and  complete  search  of  their  files  for  BNL  materials  and  the 
production  of  those  materials  to  FBI  agents  assigned  to  this  matter 
and  to  my  staff  and  me.  Terwllllger's  memorandum  followed  and 
complemented  my  November  2,  1992,  letter  to  the  Attorney  General  in 
which  I  requested  44  separate  categories  of  defined  documents  and 
background  information  on  the  BNL  prosecution  from  those  DOJ,  USAO 
and  Task  Force  persons  who  have  played  principal  roles  in  the 
matter.^  The  document  production  made  in  response  to  my  November 


*    Obviously,  both  offices  are  the  "Department  of  Justice." 
The  distinction  draim  here  is  to  promote  ease  of  reference  to  the 
people  in  Main  Justice  in  Washington  and  the  U.S.  Attorney's 
Office  in  Atlanta. 

^    My  November  2,  1992,  letter  to  Attorney  General  Barr  is 
submitted  herewith  as  Exhibit  9. 
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2  letter  and  Terwilliger's  November  3  memorandua  totaled 
approximately  70  boxes.  Nearly  all  of  these  dociiments  have  been 
reviewed  by  us  and  computerized  by  the  FBI  onto  its  database. 
Every  effort  has  been  made  to  retrieve  and  review  the  significant 
information. 

3.  In  addition  to  the  foregoing  materials,  I  have 
received  approximately  30  boxes  of  documents  from  DOJ  that  have 
been  gathered  over  the  last  several  months  for  production  in 
response  to  numerous  siibpoenas  by  Congressional  Committees 
reviewing  the  BNL  matter.  All  of  those  docximents  have  been 
organized,  reviewed,  and  analyzed  and  have  been  considered  by  me  in 
preparing  this  Report. 

4.  To  assure  that  the  foregoing  production  did  not 
result  in  any  inadvertent  omissions,  I  made  frequent  requests  for 
specific  dociiments  and  other  information,  both  formally  and 
informally,  from  attorneys  at  the  DOJ  and  the  USAO.  My  November  2 
letter  is  an  example  of  this. 

5.  I  have  also  obtained  and  read  transcripts  of 
relevant  Grand  Jury  testimony  in  the  BNL  prosecution,  the  several 
hundred  pages  of  Drogoul  de-briefing  materials  commencing  in  August 
1989,  and  the  various  prosecution  and  status  memoranda  and  drafts 
of  Indictments  that  preceded  the  Indictment  returned  on  February 
28,  1991.  I  further  directed  the  USAO  to  document  its  handling  of 
the  BNL  prosecution  and  to  prepare  a  response  to  the  charges  made 
against  the  office  by  Judge  Shoob.  Special  Agent  Arthur  J.  Wade  of 
the  Atlanta  Task  Force  was  also  directed  to  provide  mm   with  a 
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docunent  sumaarizing  the  BNL  investigation  as  he,  as  a  member  of 
the  Task  Force,  saw  it. 

(c)  Central  Intelligence  Aaencv  Documents  ~  Shortly 
after  my  appointment  Z  spoke  with  Director  Gates  and,  thereafter, 
I  met  with  Mr.  Frederick  P.  Hitz,  the  Inspector  General  for  the 
CIA,  to  outline  my  requests  for  documents  pertinent  to  the 
intelligence  issues  involved  in  my  investigation.  FBI  agents,  my 
staff,  and  I  further  defined  my  requests  by  letter  and  telephone. 
After  responsive  materials  were  produced  by  the  CIA,  FBI  agents 
then  interviewed  the  persons  making  the  production  to  be  sure  that 
a  full  and  complete  search  for  relevant  materials  had  been  made. 
These  documents,  as  well  as  other  information  provided  by  the  CIA, 
have  been  reviewed  and  analyzed  by  my  staff  and  me. 

(d)  other  Aaencv  Documents  —  Requests  also  were  made 
for  relevant  documents  from  the  White  House  (including  the  National 
Security  Council  ("NSC"),  the  National  Security  Agency  ("NSA") ,  the 
Defense  Intelligence  Agency  ("DIA") ,  the  Department  of  State 
("DOS")  and  the  Department  of  Agriculture  ("USDA")).  Those 
agencies  have  produced  documents  to  the  FBI  agents,  who  thereafter 
carried  out  interviews  to  ensure  that  full  and  complete  searches 
and  docxment  production  had  been  fulfilled.  These  documents  also 
have  been  reviewed  and  analyzed  by  my  staff  and  ■«. 

(c)  Congressional  Committee  Materials  —  I  requested 
permission  to  review  potentially  relevant  materials  gathered  by 
certain  Congressional  Committees  that  have  investigated  the  BNL 
matter.  As  I  have  stated.  Senator  Boren,  the  Chairman  of  the 
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Senate's  Select  Committee  on  Intelligence,  was  most  cooperative  and 
we  were  able  to  review  various  materials  gathered  by  that 
Committee.  I  was  denied  permission  to  review  non-public  documents 
and  other  materials  in  the  possession  of  the  House  Committee  on 
Banking,  Finance,  and  Urban  Affairs;  however,  Mr.  Ross,  as 
mentioned  previously,  was  helpful  in  other  respects. 

Interview  mnA   Bwom  TestlBOBY 

As  part  of  my  inquiry  into  the  intelligence  information 

issues  raised  in  my  Letter  of  Appointment,  as  well  as  issues 

relating  to  the  handling  of  the  prosecution  itself,  we  examined  the 

following  witnesses,  most  of  them  under  oath.    All  of  these 

examinations  were  transcribed,  and,  along  with  Part  II  of  my 

Report,  are  classified.    Many  of  these  witnesses  were  also 

initially   interviewed   by   FBI   agents   to   obtain   background 

information  that  I  thought  would  be  useful   in  the  later 

stenographically  recorded  interviews.   What  follows  is  a  list  of 

those  examined:' 

Denartment  of  Juatiee 

William  P.  Barr,  Attorney  General; 

Robert  S.  Mueller  III,  Assistant  Attorney  General, 
Criminal  Division; 

Laurence  A.  Urgenson,  Deputy  Assistant  Attorney 
General,  Criminal  Division; 

Mark  M.  Richard,  Deputy  Assistant  Attorney  General, 


'    Virtually  all  of  the  attorneys  in  the  DOJ  and  USAO  are 
career  prosecutors  with  many  years  of  experience.  I  have 
attached  hereto,  as  collective  Ex.  10,  the  curriculum  vitae  of 
each  individual  who  submitted  one  to  me. 
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Office  of  Intamational  Affairs; 

Peter  B.  Clark,  Deputy  Chief,  Fraud  Section, 
Crininal  Division; 

Nancy  J.  BrinXac,  Trial  Attorney,  Fraud  Section, 
Criminal  Division; 

F.  Dennis  Saylor,  Special  Counsel  to  the  Assistant 
Attorney  General,  Criminal  Division;  and 

Jerry  Rubino,  Chief  of  Security,  Department  of 
Justice. 

Ellen  R.  Meltzer,  a  Senior  Trial  Coxinsel  in  the  Fraud 

Section,  Criminal  Division,  refused  to  submit  to  any  interview, 

sworn  or  unsworn,  before  a  stenographer.  I  have  relied  on  reports 

of  her  interviews  by  the  FBI. 

USAO 

Gerrilyn  G.  Brill,  First  Assistant  United  States 
Attorney,  Criminal  Division,  and  Acting  United 
States  Attorney  on  the  BNL  prosecution; 

Gale  McKenzie,  Assistant  United  States  Attorney, 
lead  prosecutor  in  the  BNL  matter; 

Rimantas  RuJcstele,  former  First  Assistant  United 
States  Attorney  and  Acting  United  States  Attorney 
in  early  1990;  and 

Randy  S.  Chartash,  Assistant  United  States 
Attorney,  who  assisted  Ms.  McKenzie. 

Members  of  the  USAO  submitted  to  Interviews  before  a 

stenographer  under  an  agreement  whereby  each  would  be  permitted  to 

review  the  transcript  and  attest  to  its  truth.  Ms.  Brill  and  Ms. 

McKenzie  reviewed  their  transcripts,  made  certain  modifications  and 

attested  to  the  truth  of  their  statements.  Mr.  Rukstele  swore  to 

the  truth  of  his  statements  under  oath.  Mr.  Chartash  reviewed  and 

modified  his  transcript,  but  did  not  attest  to  its  truth. 

10 
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USDA 

Arthur  J.  Wad«,  Office  of  Inspector  General,  United 
States  Departaent  of  Agriculture,  a  nember  of  the 
USAO  Task  Force.* 

Slh 

David  A.  Holmes,  Deputy  General  Counsel; 

N.  George  Jaaeson,  Assistant  General  Counsel, 
Litigation; 

Bruce  M.  Cooper,  Attorney; 

DII3  [naae  and  position  classified]; 

DOil  [naae  and  position  classified] ; 

D0#3  [name  and  position  classified] ;  and 

D0f6  [naae  and  position  classified]. 

Mati^nal  Security  Aaencv 

Stewart  A.  Baker,  General  Counsel;  and 

J.  Lionel  Kennedy,  Attorney. 

Defense  Intelligence  Aaencv 

Robert  H.  Berry,  Jr.,  General  Coxinsel. 

FBI 

Jamma   C.  Frier,  fomer  Legal  Attache,  Rose;  and 

Robert  R.  Peter,  forser  Assistant  Legal  Attache, 
Robs. 

Droaoul's  Attomevs 
I  endeavored  to  speak  to  Jay  Strong«rater,  Esq. ,  trtioa  the 
Court  recently  appointed  as  counsel   for  Drogoul,   and  to 
Sheila  Tyler,  Esq. ,  t^o  represented  Drogoul  prior  to  and  during  the 


'    In  addition  to  Mr.  Nade,  the  other  aeabers  of  the  Task  Force 
were  interviewed. 

11 
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plea  entry  proceedings  before  Judge  Shoob,  in  the  many  days  of  his 
debriefing  following  the  entry  of  his  guilty  plea,  and  until  she 
was  replaced  as  counsel  by  Bobby  Lee  Cook,  Esq.  Both  Mr. 
Strongwater  and  Ms.  Tyler  declined  to  discuss  the  case  with  me. 
Mr.  Cook  and  I  have  exchanged  telephone  calls.  Due  to  time 
constraints,  I  was  not  ablm  to  visit  with  him  in  his  office.  We 
did  speak  on  December  4,  1992,  and  during  that  conversation  I  asked 
Mr.  Cook  if  he  had  any  docxunents  he  wished  to  share  with  me.  Mr. 
Cook  indicated  that  he  did  have  some  documents  at  his  office  and  I 
arranged  to  have  two  FBI  agents  retrieve  those  doc\iments  on 
December  7,  1992.   Those  documents  have  been  reviewed. 

other  Interviews  on  the  Intelligence  Matters 

As  noted  above,  FBI  agents  conducted  numerous  interviews 

to  ensure  that  document  production  was  full  and  complete,  and  to 

provide  background  information  from  many  of  the  witnesses  listed 

above.   Due  to  the  time  pressures  on  my  staff  and  me,  I  had  FBI 

agents  also  conduct  full  interviews  of  witnesses  on  various 

substantive  matters,  principally  on  the  intelligence  Information 

issues  referred  to  in  my  Letter  of  Appointment.   A  list  of  these 

interviewed  individuals  is  submitted  herewith  as  Exhibit  11. 

Interviews  on  Other  Issues 

My  staff  and  I   also  personally  have  spoken  to, 

interviewed  or  deposed  under  oath,  the  following  people  on  the 

handling  of  the  BNL  prosecution  and  related  questions: 

James  A.  Baker,  III,  Former  Secretary  of  State  and 
President  Bush's  Chief  of  Staff; 

12 
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Lawrence  S.  Eagleburger,  Assistant  Secretary  of 
State ; 

The  Honorable  Marvin  H.   Shoob,   United  States 
District  Judge; 

Raffaele  Montaldi,  Italian  Magistrate; 

Giaapiero  Cantoni   (Chairman)   and  Davido  Croff 
(Managing  Director) ,  BNL; 

Lanberto  Dini,  Director  General  of  the  Bank  of 
Italy; 

Richard  Thomburgh,  Former  Attorney  General;  and 

Nicholas   Rostov,   Special   Assistant   to   the 
President,  NSC  Legal  Advisor. 

yira  MMAIMPgR  oy  THK  REPORT  t  PART  I 
The  structure  of  the  remainder  of  Part  I  of  this  Report 
is  as  follows: 

I.    The  Beginning  of  the  BNL  Matter 
II.    A  Broad  Review  of  the  BNL  Matter 
III.    The  Indictment 
IV.    More  Details  About  BNL- Atlanta  Wrongdoing 

V.    The  Government's  Investigation  and  Prosecution  of  the 
Matter 

VI.    The  Foreign  Policy  of  the  United  States  —  Did  It  Affect 
the  Government's  Investigation  and  Prosecution? 

VII.  Issues  Raised  by  Judge  Marvin  H.  Shoob 

VIII.  Allegations  Lodged  by  Congress  and  the  Press 

IX.  The  Unclassified  Cable  Story 

X.  Legal  Analysis  and  Conclusions 

I.   THg  BBQiMrriia  oy  m  bm.  matter 

During  the  last  week  of  July  1989,  counsel  for  two  then 

13 
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unidentified  employees  of  an  unnamed  "bank"  advised  the  USAO  of 
certain  activity  at  their  institution  that,  according  to  the 
Atlanta  Federal  Reserve  Office,  appeared  to  present  a  threat  to  the 
stability  of  the  world's  monetary  markets.  When  the  "bank"  could 
not  be  identified  through  federal  investigative  agencies,  banking 
regulatory  agencies,  or  otherwise,  the  two  employee- informants  were 
given  non-prosecution  agreements  and  the  "bank"  was  then  revealed 
to  be  the  Atlanta  agency  of  BNL.  The  employees  were  Mela  Maggi, 
Assistant  Vice  President/Money  Market  Trader  charged  with  funding 
all  of  BNL-Atlanta ' 8  unauthorized  transactions,  and  Jean  Ivey, 
Assistant  Vice  President/Lending  Officer. 

What  followed  during  the  next  several  days  is  a  tribute 
to  the  dedication  and  stamina  of  the  USAO,  the  Federal  Reserve  and 
the  federal  agents  assigned  to  the  matter,  as  demonstrated  in  part 
by  the  search  warrant  application  (with  its  supporting  affidavits) 
which,  when  granted  and  executed  on  August  4,  1989,  "broke"  the 
case  open  and  exposed  a  scheme  of  breathtaking  scope  and 
audacity." 

As  confirmed  by  Robert  Kennedy  ("Kennedy")  of  the  Federal 
Reserve  and  Lanberto  Dini  ("Dini") ,  Director  General  of  the  Bank  of 
Italy,  on  August  3,  1989,  at  7:15  a.m.  New  York  time  (1:15  p.m. 
Rome  time),  Gerald  Corrigan  ("Corrigan") ,  President  of  the  Federal 
Reserve  Bank  in  Hew  York,  telephoned  Dini  to  tell  him  of  possible 
problems  at  the  Onlted  States  branch  of  an  Italian  bank,  and  that 


"  The  search  warrant  application  (with  supporting  affidavits)  is 
a  model  of  detail  and  thoroughness.  A  copy  is  included  in  this 
Report  as  Ex.  12. 
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officials  from  the  Federal  Reserve  might  be  travelling  to  Rome  to 
meet  with  him. 

On  Friday,  August  4,  1989,  at  2:51  a.m.  New  York  time 
(8:51  a.m.  Rome  time),  Corrigan  called  Dini  to  say  that  persons 
from  the  Federal  Reserve  would  shortly  be  arriving  at  the  Bank  of 
Italy.  At  3:30  p.m.  New  York  time  (9:30  p.m.  Rome  time),  three 
Federal  Reserve  officials  arrived  at  Dini's  office  and  advised  him 
of  the  BNL-Atlanta  situation.  Concern  was  expressed  for  the 
liquidity  of  BNL  and  the  possible  disruption  of  the  New  York 
Interbank  Payment  System,  because  they  had  been  advised  that  BNL- 
Atlanta  had  financed  very  substantial  amounts  of  Iraqi  credits  with 
short-term  borrowings  from  other  banks.  Over  that  weekend 
precautions  were  taken  to  meet  this  concern.  Dini  was  told  that 
the  FBI  and  the  Federal  Reserve  would  conduct  a  search  of  the  BNL- 
Atlanta  office  that  afternoon  at  about  4:30  p.m.  New  York  time 
(10:30  p.m.  Rome  time),  after  the  close  of  the  U.S.  financial 
markets,  and  it  was  insisted  that  he  hold  this  information  in 
confidence  until  after  the  search  was  commenced.  It  appears  that 
Dini  complied  with  this  directive. 

After  the  meeting  with  the  Federal  Reserve 
representatives,  Dini  called  Nerio  Nesi  ("Nesi")  and  Giacomo  Pedde 
("Pedde"),  the  then  Chairman  and  General  Manager  of  BNL, 
respectively,  requesting  that  they  come  to  his  office  at  the  Bank 
of  Italy  at  10:30  p.m.  Rome  time,  the  scheduled  tiae  of  the 
commencement  of  the  search  in  Atlanta.  Dini,  in  my  meeting  with 
him  on  November  2,    1992,  assured  me  that  he  did  not  tell  them  at 
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this  time  that  the  purpose  of  the  meeting  was  to  advise  them  that 
BNL-Atlanta  was  in  trouble." 

At  4:50  p.m.  New  York  time  (10:50  p.m.  Rome  time),  the 
FBI  and  the  Federal  Reserve  representatives  entered  the  premises  of 
BNL-Atlanta.  Concurrently,  Nesi  and  Pedde  arrived  at  Dini's  office 
where  they  were  to  learn  of  the  problems  at  BNL-Atlanta.  Dini 
believes  that  the  meeting  took  place  sometime  after  10:30  p.m.  Rome 
time.  Dini,  in  testifying  before  the  Italian  Parliamentary 
Committee  (convened  to  review  the  BNL  matter) ,  and  in  conference 
with  me,  has  stated  that  he  believed  that,  given  their  reaction 
when  they  heard  the  news,  neither  Nesi  nor  Pedde  had  prior 
)tnowledge  of  the  "wrongful""  activities  of  BNL-Atlanta. 

The  search  validated  the  informants'  information.  Within 
a  few  weeks,  having  perceived  the  vast  implications  of  the  apparent 
wrongdoing,  the  USAO  formed  an  investigative  Task  Force  consisting 
of  one  or  more  very  experienced  representatives  of  the  FBI,  Federal 
Reserve,  Customs,  Department  of  Agriculture  Inspector  G«neral  and 


"  I  explored  this  set  of  facts  very  carefully  because  of  media 
allegations  that  BKL  officers  in  Rome  had  been  "tipped  off"  to  the 
raid  by  Dini.  I  am  satisfied  that  this  did  not  happen.  However, 
if  it  did,  I  have  seen  nothing  to  indicate  that  the  subsequent 
investigation  was  thereby  adversely  affected. 

"  A  word  of  explanation  is  necessary.  Throughout  this  Report, 
I  will  refer  to  the  scheme  involving  BNL-Atlanta ' a  concealed 
lending  activities  as  a  "scheme,"  or  "wrongful,"  or  "unauthorized." 
The  fact  remains,  however,  that  if  these  activities  were  permitted 
by  BNL,  a  subject  I  will  cover  at  a  later  point,  then  they  were  not 
"unauthorized,"  although  in  some  respects,  e.g. .  false  reporting  to 
governmental  agencies,  they  still  may  have  been  "wrongful."  The 
term  "scheme,"  of  course,  may  or  may  not  denote  criminal  activity, 
depending  on  the  context  within  which  It  is  used. 
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IntexTial  Revenue  Service.  This  strategy  was  a  vise  one.  From  that 
time  on  the  USAO  and  this  Task  Force  worked  closely"  throughout 
the  course  of  the  investigation.'* 

XI.   A  BROAD  RgVTCT  OT   TCT  BML  MXTTBK 

BNL,  Italy's  largest  bank,  with  424  branches,  is 
headquartered  in  Rose.  At  tines  pertinent  to  the  critical  events 
here,  BNL  was  not  a  corporation  but  rather  a  Public  Lav  Institution 
founded  in  Italy  in  1913,  having  a  status  similar  to  agency  status 
in  the  United  States.  As  of  July  31,  1989,  and  during  the  course 
of  the  charged  schene,  96.5  percent  of  BNL  vas  o%med  by  the 
Departaents  and  Institutions  of  the  Republic  of  Italy. 

At  all  pertinent  tiaes,  BNL-Atlanta  vas  a  saall  branch 
office,  vith  only  19  eaployees  in  August  1989  vhen  the  activities 
central  to  this  aatter  vere  discovered.  It  tras  chartered  by  the 
State  of  Georgia  in  March  1982,  and  its  function  vas  to  fln£uice 
large  connercial  custoaers.  Its  deposits  vere  not  insxired  by  any 
governmental  entity  and  its  operations  vere  supposedly  confined  to 
eleven  southeastern  states.  BNL-Atlanta  vas  under  the  direction 
and  supervision  of  BNL's  North  Aaerican  Regional  office  in  Nev  York 
and  the  headquarters  in  Roae. 

The  State  of  Georgia  had  priaary  responsibility  for 


"  SMS.  the  subaission  of  Arthur  J.  Wade  ("Wade"),  Office  of 
Inspector  General  of  the  USDA,  Task  Force  aeaber,  to  Lacey  (Ex. 
13.) 

^*  For  the  discussion  of  the  govemaent*s  handling  of  the 
investigation  after  August  4,  1989,  see,  infra .  "The  Govemaent*s 
Investigation  and  Prosecution  of  the  Matter,"  at  Section  V. 
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licensing,  oversight  and  supervision  of  BNL-Atlanta.  However,  the 
Board  of  Governors  of  the  Federal  Reserve  System  also  had  soae 
regulatory  control  over  it  and  annually  examined  it,  usually  in 
cooperation  with  the  examiners  from  the  Georgia  Department  of 
Banking  and  Finance. 

Following  the  search  on  August  4,  1969,  and  prior  to  the 
Indictment's  return  on  February  28,  1991,  an  intensive 
investigation  was  conducted  by  the  USAO,  its  Task  Force,  the 
Department  of  Justice  in  Washington,  and  the  FBI,  into  the 
activities  of  BNL-Atlanta  in  connection  with  over  $5.5  billion  in 
loans  and  letters  of  credit,  made  largely  to  benefit  Institutions 
and  entities  controlled  by  the  Government  of  Iraq  and  their 
borrowers  or  trading  partners.  All  of  these  transactions  violated 
BNL's  published  rules  forbidding,  in  certain  cases,  the  making  of 
any  such  loans  and,  in  other  cases,  limiting  the  amounts  and  terms 
of  loans  permitted  to  be  made. 

The  investigation  revealed  that  through  a  variety  of 
means,  including  forgery,  falsification  and  maintaining  a  parallel 
set  of  secret  books  and  records  (the  "grey  books"),  BNL-Atlanta ■ s 
officers  and  employees  made  and  accepted  loans  and  letters  of 
credit  through  that  branch.  The  transactions  were  not  recorded  on 
its  regularly  maintained  books  and  records,  were  not  reported  to 
BNL*s  regional  or  headquarters  facilities,  and  were  not  disclosed 
to  either  BNL's  internal  or  outside  auditors,  to  state  regulators. 
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or  to  federal  or  Italian  govcmaental  authorities  J'  These  aassive 
transactions  and  their  concealnent  continued  fron  late  1985  through 
August  4,  1989,  when  the  search  warrant  was  executed. 

III.  TM  iMPicTimrr'* 

The  present  Indictaent  was  returned  February  28,  1991. 
It  naaed  the  following  defendants: 

%.        ottlamrm  Jmt   FT"*yees  Of  MML   In  Xtlsnta 

1.   Christopher  P.  Drogeul  (**Dro9oal**) 

Drogoul  was  First  Vice  President  and  manager  of  BNL- 
Atlanta  froa  1985  through  August  4,  1989.  He  was  the  central 
figure  of  the  investigation.  He  had  worked  for  the  Atlanta  office 
of  Barclays  Bank,  and  then  joined  BNL's  Atlanta  agency  in  1981  as 
a  loan  officer.  Drogoul  becaae  Acting  Manager  in  ^ril  1984. 
Presently  confined  without  ball,  Drogoul  had  a  residence  in  Georgia 
and  holds  both  French  and  United  States  citizenship.  His  father 
resides  in  Europe  and  aay  have  been  involved  with  his  son  in 
certain  of  the  unlawful  activities  here  alleged;  the  USAO  has  naaed 
him  a  co-conspirator,  although  not  a  defendant.^'  The  Indictment 
charges  that  Drogoul  organized  and  maintained  a  conspiracy  to 
obtain  money  fraudulently  from  BHL,  largely  for  the  benefit  of  the 


^'  Sftft  nSAO  Analysis,  Ex.  14  at  20-29.  It  should  be  noted  that 
this  Exhibit  has  been  refined  to  conform  with  Fed.R.Crim.P.  6(e) 
restrictions  and  to  protect  ongoing  investigations.  See  Aiifi,  Ex. 
13  at  10-19. 

^*    A  copy  of  the  Indictment  is  submitted  herewith  as  Ex.  15. 

^'  Information  about  the  father  is  set  forth  in  Part  II  of  this 
Report. 
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Iraqi  government  or  government-owned  banks  and  suppliers  of  goods 
to  Iraqi  entities,  and  that  he  expanded  the  scheme  to  include  other 
beneficiaries  of  secret  and  unauthorized  lending. 

2.  Thomas  M.  riebelkom  (••riebelkom") 

Fiebelkom  was  Vice  President  and  Corporate  Trending  and 
Business  Development  Officer  at  BNL-Atlanta  throughout  the  period 
of  the  charged  conspiracy.  He  worked  with  Citizens  and  Southern 
National  Bank  in  Atlanta  before  joining  BNL's  Atlanta  agency.  At 
BNL-Atlanta  he  directed  and  participated  in  many  of  the  false 
entries,  omissions  and  technical  cover-ups  in  the  conspiracy 
charged.  He  is  a  citizen  of  the  United  States.  Fiebelkom  pleaded 
guilty  to  two  Counts  of  the  Indictment  and  had  been  awaiting 
sentence,  but  has  now  moved  to  withdraw  his  plea. 

3.  Tberase  Marcel  1«  Barden  ("BardeB**) 

Barden  served  as  vice  President  and  Operations  Officer  at 
BNL-Atlanta  after  over  30  years  of  banking  experience  in  the  areas 
of  operations  and  reporting.  She  made  or  supervised  the  making  of 
many  of  the  false  entries,  reports  and  acts  of  concealment  in  the 
conspiracy.  She  is  a  French  citizen  with  permanent  resident  status 
in  the  United  States.  She  pleaded  guilty  to  two  Counts  of  the 
Indictment  and  is  awaiting  sentence. 

4.  Vigh   ABB  H«v  ("llew«<) 

New  was  first  hired  as  a  letter  of  credit  clerk  at  BNL- 
Atlanta  in  1987.  In  February  1988,  she  was  selected  by  Drogoul  as 
his  secretary  and  administrative  assistant,  in  %rhich  position  she 
played  a  major  role  in  furthering  the  conspiracy.   She  fabricated 
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and  falsified  docxments,  entries  and  reports,  and  sent  and  received 
fraudulent  wire  and  written  connunications.  New  is  a  citizen  of 
the  United  States.  Her  role  put  her  at  the  center  of 
conmunications  and  concealments  in  the  charged  conspiracy.  She 
pleaded  guilty  to  one  Count  of  the  Indictaent  and  is  awaiting 
sentence . 

5.   Aamdeo  DeCarolis  (••DcCmrelis'*) 

DeCarolis  served  as  Operations  Assistant  at  BNL-Atlanta, 
reporting  to  Barden.  He  dealt  with  computer  reports  and  accounting 
entries,  supplying  and  entering  much  of  the  false  data  provided  to 
BNL's  other  offices  through  computer-generated  reports  and 
transmissions.  He  and  New  also  flew  to  Iraq  in  early  1989  as  part 
of  an  attempt  to  conform  BNL-Atlanta '  s  secret  "grey  boo)C8"  with  the 
defendant  Iraqi  bank's  records,  *rtien  BNL-Atlanta ' s  "grey  books" 
could  not  account  for  all  of  the  unauthorized  loans  and  letters  of 
credit.  DeCarolis  is  a  citizen  of  the  United  States,  residing  in 
Georgia.  He  has  pleaded  guilty  to  two  Counts  of  the  Indictment  and 
is  awaiting  sentence. 

B.   Other  Defendants 

1.   Batrade  International  Ltd.  (XBntradei*) 

Entrade  is  a  New  York-based  trading  company  dealing  in 
the  international  trade  of  goods  and  commodities.  Entrade  is  a 
wholly-owned  stibsidiary  of  several  other  companies,  themselves 
wholly-otmed  by  Enka  Holding  Investment  Company,  Inc.  ("Enka")  of 
Istanbul,  Turkey,  a  diversified  Turkish  conglomerate.  Entrade 
obtained  \inauthorized  financing  from  BNL-Atlanta  for  exports  to 
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Iraq  and  for  other  purposes,  often  with  United  States  govemoent 
export  guarantees  or  insurance.  Entrade  provided  money  and  things 
of  value  for  the  personal  use  and  benefit  of  BNL-Atlanta  officers 
and  employees  in  consideration  for  the  unauthorized  loans  made  to 
finance  Entrade 's  exports  to  Iraq  and  elsewhere.  Its  New  York  City 
offices  are  no  longer  open.  Entrade  pleaded  guilty  to  several 
Counts  of  the  Indictment,  was  sentenced  to  a  fine  of  $1  million, 
and  required  to  make  restitution  of  55  million. 

2.  YavuB  Tatellar  ("Teseller") 

Tezeller  is  or  was  the  Executive  Vice  President  of 
Entrade  and  Manager  of  its  New  York  office.  He  directed  Entrade 's 
contacts  with  BNL-Atlanta,  and  with  other  entities  in  Europe  and 
the  Middle  East  owned  by  Entrade 's  parent  holding  company,  Enka. 
He  is  a  Turkish  citizen,  is  now  a  fugitive,  and  is  believed  to  be 
living  in  Turkey.  He  played  a  key  role  in  bribing  both  Drogoul  and 
cooperating  defendant  Paul  Robert  Von  Wedel. 

3.  Safldain  Bank  (••Rafidain") 

Rafidain  is  an  Iraqi  govemnent-o%med  conaercial  bank. 
It  arranged  or  facilitated  trade  finance  transactions  for  Iraqi 
government  entities  and  their  non-Iraqi  suppliers  of  goods  and 
services  by  acting  as  an  originating  or  issuing  bank,  or  taking  the 
credit  risk  of  funds  advanced  on  behalf  of  these  entities  by  other 
banks  such  as  BNL-Atlanta.  Thus,  Rafidain  acted  as  an  originating 
bank  to  arrange  financing  for  Iraqi  purchases,  guaranteed  by  the 
USDA  through  the  Coanodity  Credit  Corporation  ("CCC"),  and  for 
imports  by  Iraqi  government  ministries  and  enterprises.  letters  of 

22 


365 


credit  originated  by  Raf  idain  were  then  assigned  to  BKL-Atlanta  and 
concealed  on  its  books  from  BNL  official  reports  and  reports  to 
United  States  govemaent  agencies,  including  the  Federal  Reserve 
System.   Rafidain  is  located  in  Baghdad,  Iraq. 

4.  Sadlk  H.  Taha  (MTaha**) 

Taha  is  both  the  Director  General  for  Agreeaents  and 
Loans  of  the  Central  BanJc  of  Iraq  ("CBI")  and  the  Director  General 
per  power  of  attorney  for  Rafidain.  Taha  worked  for  the  Baghdad 
offices  of  CBI  until  November  1988,  %rtien  he  moved  to  England  for  a 
heart  transplant  operation.  He  then  maintained  his  London  base, 
often  travelling  to  the  United  States  to  meet  with  Drogoul  until 
June  4,  1990,  when  the  Tendon  Plnanelal  Times  reported  his  possible 
indictment  in  Atlanta.  His  death  was  reported  two  days  later,  but 
no  official  confirmation  of  death  has  been  obtained.  Since  then 
there  have  been  reports  that  he  is  in  Moscow.  Taha  was  or  is  an 
Iraqi  citizen. 

5.  Abdul  xnnia  Kasheed  (MBasheed**) 

Rasheed  is  the  Director  General  for  Investments  of 
Rafidain  and  for  CBI.  He  is  an  Iraqi  citizen  believed  to  be  living 
in  Baghdad,  Iraq. 

«.  umtm.  laji  J.  Al-Babobi  (OAl-labeblM) 
Al-Habobi  holds  or  held  several  hl^  positions  in  the 
Iraqi  government.  Including  Director  General  of  the  Al -Nasser 
Complex  of  the  Iraqi  Ministry  of  Industry  and  Military  Production 
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("MIMP");''  Chairman,  President,  Director  and  Vice  President  of 
various  Iraqi-controlled  corporations  in  England  and  the  United 
States,  including  the  Matrix-Churchill  entities;  and  Commander  in 
the  Iraqi  military  establishment.  Al-Habobi  operated  both  from 
London  and  Baghdad  as  an  agent  of  the  Iraqi  government  and  obtained 
financing  from  BNL-Atlanta  for  goods  and  services  to  benefit  the 
Iraqi  economy  and  military*  Upon  learning  of  the  search  of  BNL's 
Atlanta  offices,  he  returned  to  Baghdad.   He  is  an  Iraqi  citizen. 

7.   Raja  Hassan  All  ("All") 

Ali  is  a  senior  officer  of  the  government  of  Iraq.  He  is 
the  Director  General  of  the  Economic  Department  of  MIMP.  Ali  is  an 
Iraqi  citizen  believed  to  be  living  in  Baghdad,  Iraq. 
C.    CooDTatlnq  Individuals 

1.   Paul  Robert  Ton  Wedel  (•'▼on  Wedel") 

A  former  Vice  President  and  Trade  Officer  at  BNL-Atlanta, 
Von  Wedel  had  extensive  banking  experience  with  Citizens  and 
Southern  National  Bank,  Atlanta,  in  the  areas  of  foreign  bank 
letters  of  credit,  commodity  financing  and  trade  finance.  He 
actively  participated  and  assisted  Drogoul  in  managing  the 
conspiracy  during  its  initial  stages.  Von  Wedel,  a  United  States 
citizen,  pleaded  guilty  to  two  felony  charges,  and  has  actively 
cooperated  with  the  USAO  investigation.   He  is  awaiting  sentence. 


^*    The  MIMP  is  also  knotm  as  the  Ministry  of  Industry  and 
Military  Industrialization  ("MIMI").   MIMP  was  created  in  1987  by 
the  merger  of  the  Ministry  of  Industry  with  the  Establishment  for 
Military  Production.   The  new  Ministry  is  headed  by  Hussein  Kamil 
Hassan,  the  son-in-law  of  SaddzuD  Hussein. 
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2.  Mala  lU99i  ('•luggi*') 

Maggi  was  an  Assistant  Vice  Prasidant  of  BNL-Atlanta  in 
charge  of  the  money  desk  that  provided  funds  for  both  official  and 
"grey  book"  loans.  She  participated  in  both  the  early  "in-and-out" 
transactions,  before  the  "grey  boolcs"  were  adopted,  and  in  the 
subsequent  invention  and  operation  of  the  "grey  boolcs."  As  has 
been  noted,  she  and  Jean  Ivey  were  the  two  initial  informants  on 
the  case  and  were  granted  non-prosecution  letters  in  return  for 
their  active  cooperation. 

3.  Jean  Ivey  (••lvey«) 

Ivey  assisted  Maggi  in  the  money  desk  activity,  raising 
money  for  unauthorized  loans  by  soliciting  telephone  and  wire 
deposits  or  loans  from  other  financial  institutions  in  the  amounts 
requested  by  other  BHL-Atlanta  employees  and  officers.  Like  Maggi, 
she  has  been  issued  a  non-prosecution  letter  in  return  for  her 
active  cooperation. 
D.   «i4  eennts 

The  Indictment  charges  an  overall  conspiracy  in  Count 
One,  related  to  the  substantive  charges  which  follow  in  Counts  Two 
through  Three  Hundred  Forty  Seven.  The  substantive  Coxints  include 
charges  based  upon: 

1.   Mail  and  vire  fraud 

18  D.S.C.  SI  1341,  1343:  forming  and  carrying  out  a 
scheme  to  obtain  money  and  property  by  false  pretenses  through 
unauthorized  making  of  billions  of  dollars  in  loans  and  credits 
unauthorized  by  BML's  rules  and  policies,  falsifying  books  and 
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records  to  conceal  the  deception,  and  to  defraud  the  USDA  of  a  CCC 
export  paynent  guarantee  and  valid  performance  bonds. 

2.  raise  stateaents 

18  U.S.C.  f  1001:  aaking  false  statements  to  the  Board 
of  Governors  of  the  Federal  Reserve  System,  the  United  States 
Treasury,  the  Export-Import  Bank  of  the  United  States,  and  the 
General  Accounting  Office  in  reports  to  and  audits  and  examinations 
by  those  agencies. 

3.  rrand  em  the  CCC 

15  U.S.C.  i  714m:  making  false  statements  to  the  CCC 
regarding  a  payment  guarantee  and  eligibility  for  participation  in 

CCC  programs. 

4.  Zaterstate  tzaasportatiea  of  stelea  aoaey 

18  U.S.C.  S2314:  interstate  transportation  of  money 
taken  from  BHL  by  fraud  and  deception. 

5.  forgery 

18  U.S.C.  §493:  forging  documents  purporting  to  be  CCC 
payment  guarantees  and  Central  Bank  for  Cooperatives  ("CoBank") 
participation  certificates. 

C.   Tas  eraaloa  by  Drogoul 

26  U.S.C.  §7201:  evasion  of  individual  federal  income 
tax  liability  for  1987  and  1988  by  failing  to  report  or  withhold  or 
make  estimated  tax  payments  on  income  from  gratuities  and  kickbacks 
paid  to  Drogoul  by  Entrade. 

B.    X  Qeaeral  Overview  Q*  The  Beheme 

The  Indicta«it  states  that  the  underlying  purpose  of  the 
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charged  activity  tras  to  arrange  for  billions  of  dollars  in  funding 
for  Iraq^*  and  other  borrowers  while  aisrepresenting  to  auditors, 
examiners,  the  United  States  and  Italian  govemaent  entities,  and 
BNL-Roae  nanagement,  that  BNL-Atlanta  was  operating  within  all 
applicable  lending  limits  and  in  accordance  with  safe  and  sound 
banking  practices;  and  to  solicit  unsecured  funding  for  the  MIMP 
through  a  London-based  procurement  network  active  in  the  United 
States  and  elsewhere.  It  should  be  noted  that  over  $1.9  billion  of 
these  unauthorized  and  concealed  extensions  of  credit  were  for 
countries  (and  entities  within  those  countries)  other  than  Iraq. 

While  the  unauthorized  "off-book"  BNL-Atlanta  funding  to 
Iraq  began  in  1985  as  financing  for  agricultural  products  under 
USDA  CCC  progress  and  for  unsecured  freight,  it  had  evolved  by 
early  1988  into  totally  unsecured  credit  extensions  and  agreeaents 
(referred  to  as  Nediua  Tera  Loan  Agreeaents  or  "MTLs")  totalling 
$2,155  billion  with  CBI.  These  transactions  were,  in  all 
likelihood,  intended  for  priaary  use  by  the  MIMP.  Only  half  of 
this  later  funding  can  be  traced  to  specific  purchases.  The  funds 
froB  the  reaaining  half  of  these  unsecured  credit  extensions  and 
agreeaents  were  utilized  by  Iraq  to  siaply  transfer  cash  to  a 
series  of  CBI  clearing  accounts,  which  effectively  concealed  their 
final  destination  and  actual  usage.  It  aay  be  fairly  assuaed  that 
substantial  suas  thus  stained  were  disbursed  for  ailitary  or 
ailitary-related  iteas. 


^*  Nhile  contrary  to  BNL  rules,  there  would  be  nothing  inherently 
illegal  in  BNL  extending  very  substantial  uncollateralized  credits 
to  Iraq  during  the  conspiracy  period,  had  it  chosen  to  do  so. 
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The  USAO's  position  is  that  the  existence  of  a  unique  set 
of  circumstances  at  BNL-Atlanta  made  it  possible  for  BNL-Atlanta 
employees  to  extend  billions  of  dollars  of  credit  without  the 
knowledge  of  the  management  of  BNL-Rome  or  governmental  regulatory 
agencies,  as  follows:  The  presence  of  a  "money  desk"  in  the  agency 
made  it  possible  for  officials  at  BNL-Atlanta  to  borrow  money 
directly  and  control  the  sources  for  that  funding;  at  the  time  BNL- 
Rome  enjoyed  an  AAA  bond  rating  from  Moody's,  a  rating  extended  to 
only  one  American  bank,  which  made  it  possible  for  the  BNL-Atlanta 
money  buyer  to  utilize  various  money  brokers  to  borrow  hundreds  of 
millions  of  dollars  from  the  world  money  markets  at  or  below  the 
London  Inter-Bank  Offering  Rate  ("LIBOR")  on  a  daily  basis;"  the 
complicity  to  some  degree  of  every  employee  at  BNL-Atlanta,  which 
eliminated  any  cross-checks  by  department  function  within  the 
agency;  the  turnover  of  regional  managers  at  critical  times;  and 
BNL-Atlanta ' s  conversion  from  one  computer  system  to  another. 

Audits  conducted  by  various  entities  —  BNL  itself,  BNL's 
outside  auditors,  the  Georgia  State  Banking  Department  and  the 
Federal  Reserve  all  failed  to  uncover  the  scheme.    A  report 


"  As  noted  above,  Maggi  and  Ivey  operated  BNL-Atlanta ' s  "money 
desk."  As  the  scheme  needed  money  to  pay  out  to  Iraqi  banks, 
enterprises  or  exporters  to  Iraq,  Maggi  and  Ivey  would  receive 
lists  of  the  dates  and  amounts  required.  They  then  telephoned 
money  brokers  in  the  legitimate  Interbank  Funds  ("IBF") ,  purporting 
to  extend  the  credit  of  BNL's  "AAA"  credit  rating.  The  brokers 
solicited  funds  from  banks  and  other  financial  Institutions  in  the 
United  States  and  elsewhere  by  quoting  the  interest  rates  and 
periods-to-maturity  offered  by  Maggi  and  Ivey.  Funds  raised  were 
wire-transferred  to  BNL-Atlanta 's  holding  accounts  at  Morgan 
Guaranty  Trust  Company  and  ultimately  disbursed  to  Iraqi  banks  and 
their  exporters  through  separate  wire  transfers.  (Ex.  13  at  15- 
17.) 
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prepared  by  the  Federal  Reserve  after  the  search,  however, 
described  the  BNL-Atlanta  branch  as  "unsatisfactory  based  upon  the 
condition  of  its  risk  assets,  internal  controls  and  manageaent 
function."  (Uniform  Report  of  Exanination  for  Branches  and 
Agencies  of  Foreign  Banking  Organizations,  with  examination  data  as 
of  August  31,  1989.)  Other  banking  reports  were  similarly  harsh  in 
their  criticisms  of  BNL's  audit  controls.  (fiftft  Translation  of 
Report  of  Minister  Carli  to  the  Finance  Commission  of  the  Italian 
Senate  on  December  14,  1989,  at  6  ("The  final  study  now  confirms 
the  weaknesses  of  the  Bank's  internal  structure  which  permitted 
such  events  to  unfold.").) 

IV.       MOM    DETAII.a    XBOOT    BlfI.-XTIAMTA   WROMODOIltQ 

It  should  be  noted  at  the  outset  of  this  discussion  that 
Drogoul,  as  Manager  and  First  Vice  President  of  BHL-Atlanta,  was 
specifically  limited  in  his  authority  to  act  on  BKL's  behalf  with 
respect  to  the  types,  amounts,  terms  and  borrowers  on  various  types 
of  loans  and  credits. ^^  These  rules  and  procedures  included  BNL's 
"signature  book,"  %rtilch  was  also  provided  to  borrowers,  including 
Rafidain  and  CBI,  so  they  would  be  fully  aware  of  the  limits  on  the 
authority  of  individual  BNL  officers  with  trhom  they  dealt.  For 
example,  the  Iraqis  knew  that  the  third  and  fourth  MTLb,  signed 
only  by  Drogoul  and  not  by  a  second  officer,  were  therefore 
violative  of  BNL  rules.  Drogoul  and  the  other  Atlanta  officers  and 


^  He  had  as  did  other  U.S.  branch  managers,  a  general  paver  of 
attorney  to  act  on  behalf  of  BNL.  Nonetheless,  he  and  the  other 
branch  managers  also  had  to  sign  a  document  that  their  authority 
was  limited  by  BNL's  rules. 
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employees  were  fully  aware  of  these  rules  and  procedures.  Relevant 
limits  included  the  following: 

1.  Drogoul  was  personally  authorized  to  make 
unsecured  loans  not  exceeding  $500,000. 
Loans  above  that  amount  required  approval 
in  New  York  or  Rome,  according  to  type 
and  size. 

2.  No  loans  or  credits  to  Iraq  were 
authorized,  unless  they  were  100% 
collateralized  by  cash  or  cash 
equivalents.  Loans  without  such 
collateral  were  expressly  forbidden. 

3.  Any  loan  exceeding  $500,000  required  the 
signatures  of  at  least  two  officers  of 
BNL-Atlanta.  No  single  officer  was 
empowered  to  lend  above  that  limit,  or  to 
accept  liability  above  that  limit  in  any 
form,  including  issuing  or  confirming  a 
letter  of  credit. 

4.  No  loan  for  over  $2,500,000  could  be  made 
by  BNL-Atlanta,  even  with  two  officer 
signatures,  unless  further  approved  by 
designated  officers  in  New  York  or  Rome. 

5.  All  loans  were  required  to  be  in  writing, 
and  to  be  accurately  entered  in  and 
reported  on  the  books  and  records  of  BNL- 
Atlanta  and  its  regular  reports  to  BNL- 
New  York,  BNL-Rome,  and  to  federal  and 
state  regulators  and  exeuainers. 

6.  BNL-Atlanta  was  required  to  maintain  its 
books,  records  and  reports  using  the 
bank's  standard  computer-based  accounting 
system  and  terminals.  It  was  not 
authorized  to  keep  separate  or  parallel 
books,  records  or  accounts  on 
freestanding  computers  and/or  word 
processors.  A  standard  set  of  accounts 
and  reporting  formats  was  prescribed  for 
mandatory  use. 

In  1985,  Drogoul  negotiated  a  $13  million  unauthorized 

assumption  of  unsecured  Iraqi  risk  for  a  large  grain  company.   On 

December  15,  1985,  Drogoul  also  agreed  to  fund  $556  million  in 
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agricultural  comnodity  purchases  by  ths  govsnmttnt  of  Iraq  under 

the  USDA  CCC  programs  for  Fiscal  Year  1986.  Approval  was  neither 

sought  nor  received  from  Roae  before  Orogoul  signed  this  $556 

million  agreement.^  Thereafter,  on  ^ril  18,  1986,  Drogoul  sought 

approval  fron  Rome  to  fund  $100  million  of  the  $556  million  that  he 

had  committed.  Approval  was  denied  by  Rome  three  days  later. 

As  Drogoul  explained  in  the  %nritten  statement  he   he 

prepared  after  the  August  4,  1989  search  for  his  then  counsel, 

Amall,  Golden  &  Gregory  ("AG&G")  of  Atlanta,  this  marked  the 

beginning  of  BNL-  Atlanta's  eventual  exposure  to  Rafidain  in  excess 

of  the  limits  established  by  Rome.  (Ex.  16.)  Drogoul  explained  the 

evolution  of  his  scheme  in  his  own  words  at  pages  48-50  of  his 

statement: 

Within  two  (2)  months  of  signing  the 
Agreement,  however,  petroleum  dropped  to  USD  9 
barrel  from  its  previous  level  of  USD  22  and, 
in  addition,  the  war  between  Iraq  and  Iran 
intensified.  Banlcs  interested  in  purchasing 
CCC  loaits,  therefore,  began  to  assess  Iraqi 
risk  differently  than  before,  and  trtiile  they 
would  still  purchase  the  risk.  It  would  be 
sold  at  a  higher  rate  than  before.  Our 
assessment  was  that  it  would  cost  us  in  the 
area  of  USD  2,500,000  to  sell  the  loans  (at 
prices  higher  than  that  which  we  had  committed 
to  the  Iraqis) . 

Hoping  that  oil  would  increase  in  value  and 
that  the  Intensification  of  the  war  was  only 
tei^orary,  we  elected  to  wait  and  see  what 
would  happen.  We  did  not  wish  to  dishonor  our 
commitment  to  the  Iraqis  especially  since  we 
were  exposed  to  Iraq  on  the  freight  finance. 


^  Neither  BNL-  .vtlanta  nor  regional  management  In  New  York  had 
the  authority  to  extend  credit  or  lend  BNL*s  money  to  other  banks 
without  the  specific  approval  of  BNL-Rome.  BNL  had  centralized 
control  of  all  bank-to-bank  lending. 
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Unfortunately  the  situation  did  not  change  and 
by  mid-1986  the  branch  had  transactions  to 
Rafidain  Bank  recorded  on  the  records  of  the 
branch  in  excess  of  the  USD  100,000,000  limit. 

During  my  visit  to  Venice,  our  Regional 
Manager  Mr.  Guadagnini  was  criticized  by  his 
superior  for  allowing  the  Atlanta  Branch  to 
maintain  a  considerable  excess  for  Rafidain 
Bank  ....  My  regional  manager  sat  down  with 
me  there  and  told  me  clear  up  the  problem. ° 

Upon  my  return  to  Atlanta,  Paul  [Von  Wedel], 
Therese  [Harden],  Robert  [Post],  Mela  [Maggi] 
and  I  decided  that  the  best  way  to  handle  the 
situation  would  be  to  skip  the  excess  amounts 
off  the  books  on  the  last  day  of  the  month, 
i.e. .  on  the  day  the  computer  reports  were 
examined  by  Rome.^* 

We  continued  the  process  of  "skipping"  for 
many  months.  During  the  intervening  time 
there  was  always  the  risk  that  Rome  or  New 
York  would  see  the  true  exposure. 

As  the  exposure  continued  to  grow  well  in 
excess  of  the  line  we  always  sought  ways  to 
sell  the  "skipped"  or  soon  to  become  "Grey" 


^  Indeed,  Drogoul  was  repeatedly  warned  that  formal 
authorization  from  Rome  was  mandatory  even  for  loans  guaranteed  by 
the  United  States  Government  (i.e. .  CCC)  and  that  approved  credit 
lines  could  not  be  exceeded. 

^*  Because  of  this  "skipping"  (or  "slippage,"  as  it  was  sometimes 
referred  to  by  BNL-Atlanta  employees) ,  Drogoul  felt  comfortzUsle  in 
assuring  management  that  his  Fiscal  Year  1985  $100  million  CCC 
authority  had  never  been  exceeded,  as  follows: 

Total  $93,206,495.61  [CCC  for  Iraq  Rafidain].  We  wish  to 
point  out  that  these  figures  have  been  triple  checked  by 
us  and  that  they  reflect  our  outstandings  under  this 
facility.  The  final  maturities  are  acc\irate.  Previous 
reports,  which  have  required  that  we  reflect  manually 
month  by  month  maturities  under  each  loan,  were  not 
accurately  reflected.   We  apologize  for  this  error. 

(Telex  from  Drogoul  to  Boldrini  (BNL-Rone) ,  November  13,  1987, 
submitted  herewith  as  Ex.  17.)  When  Drogoul  sent  this  telex  he  had 
already  exceeded  his  limit  by  more  than  $500  million  and  signed 
agreements  that  exceeded  BNL-Atlanta ' s  limit  by  $1  billion. 
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loans. 

Months  later  the  bank  converted  froB  one 
accounting  systea  to  another  (knotm  as  the 
Mantec  Systea),  and  two  (2)  data  processing 
people,  one  of  whoa  was  also  an  auditor,  were 
sent  to  Atlanta  to  assist  in  the  conversion  of 
the  records. 

As  they  approached  the  Rafidain  Bank  loans, 
all  of  %fhich  were  on  the  boo)cs,  it  becaae 
clear  that  the  total  value  of  these  loans 
would  be  shortly  uncovered  if  soae  solution 
was  not  found. 

Again,  Paul,  Therese,  Robert,  Mela  and  I 
consulted  and  realized  that  the  only  way  to 
solve  this  iaaediate  dileaaa  was  to  "skip"  off 
the  loans  peraanently.  This  we  did  and  the 
"Grey"  Book  was  created. 


As  we  found  ourselves  with  the  saae  dili 
when  we  were  required  to  lend  to  the  Central 
Bank  of  Iraq,  the  saae  "Grey"  aethod  was 
eaployed. 

After  taking  his  unauthorized  loans  coapletely  "off 
book,"^  Drogoul  signed  agreeaents  in  January  and  October  1987 
obligating  BNL-Atlanta  to  fund  $619  aillion  and  $665  aillion  for 
Iraq's  Fiscal  Year  1987  and  1988  CCC  prograas,  respectively.'' 

In  1988  and  1989,  the  Iraqis  decided  not  to  have  BHL- 
Atlanta  continue  to  aid  in  financing  CCC-guaranteed  transactions. 
Instead,  in  those  years,  Drogoul  agreed  with  the  Iraqis  to  provide 


^    The  "grey  book"  also  tras  known  as  the  "off-book." 

^  During  the  course  of  his  unauthorized  CCC  funding  and 
thereafter,  Drogoul  also  caused  BNL-Atlanta  to  fund  over  $250 
aillion  in  unsecured  and  \mauthorized  extensions  of  credit  for 
freight  and  for  the  purchase  of  agricultural  products,  durable 
goods  and  raw  aaterials  for  which  Rafidain  was  the  originating 
bank.  In  addition,  Drogoul  caused  BNL-Atlanta  to  fund  another 
unsecured  $70  aillion  for  which  Rasbeed  was  the  originating  bank. 
(Ex.  14  at  12.) 
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a  total  of  $2,155  billion  in  credit  axtansions  under  four  MTLs. 
These  transactions  were  purportedly  for  the  purchase  by  MIMP  of, 
eunong  other  things,  durable  capital  goods.  As  I  have  noted,  there 
is  good  reason  to  believe  that  many  materials  used  or  useful  for 
military  purposes  were  frequently  purchased  with  these  funds,  which 
Drogoul  came  to  realize  sometime  after  he  had  embarked  upon  the  MTL 
program. 

Thus,  by  way  of  example,  on  March  1,  1991,  after 
disclosure  that  night  vision  equipment,  manufactured  by  Delft 
Instruments  N.V.  ("Delft"),  was  discovered  on  captured  Iraqi 
tanks.  Delft  officials  issued  a  statement  advising  that  the  company 
had  in  fact  exported  night-vision  equipment  to  Iraq.  The  company 
stated,  in  part,  that  an  internal  investigation  had  found  that 
their  subsidiary,  OIP  Instrubel,  N.V.  ("Instrubel") ,  Oudenaarde, 
Belgium,  had  made  three  shipments  of  thermal  imaging  night-vision 
components,  manufactured  by  Hughes  Aircraft  Company,  Santa  Barbara, 
California,  to  Iraq  and  Jordan.  Delft  further  stated  that 
shipments  to  Iraq  were  made  in  December  1989,  and  April  1990,  and 
the  shipment  to  Jordan  took  place  on  December  7,  1990.  Delft 
acknowledged  the  requirements  for  U.S.  Export  Licenses  but 
indicated  that  no  licenses  had  been  obtained. 

Review  of  BNL-Atlanta  documents  by  the  USAO  revealed  that 
on  January  27,  1989,  CBI  had  telexed  to  BNL-Atlanta  a  funding 
request  under  Option-B  (Option-B  was  a  plan  agreed  to  by  BNL- 
Atlanta,  CBI  and  the  Iraqi  MIMP,  wherein  a  telex  would  be  the  only 
document  provided  by  CBI  to  initiate  a  loan) .   Included  in  the 

34 


377 


rcquast  was  funding  for  Instrubcl  in  th«  amount  of  1,356,000,000 
Belgian  Francs,  «rhich  at  th«  tim*  of  the  transaction  vas  equivalent 
to  $27,777,991.  The  telex  stated  that  Instrubel  would  be  the 
supplier  of  heavy  aachines  and  equipaent  to  the  Iraqi  govemaent 
establishaent  for  heavy  engineering  equipment  under  contract  110. 

The  USAO  tied  this  transaction  to  BNL-Atlcmta ' s  transfer 
on  March  16,  1989,  of  United  States  currency  (proceeds  of  the 
scheae  charged  in  the  Indictaent)  froa  its  clearing  account  at 
Morgan  Guaranty  Trust  Co^any,  New  York  City,  to  a  CBI  clearing 
accoimt  then  aaintained  at  Manufacturers  Hanover  Trust  Coapany,  New 
York  City.  The  aaount  transferred  by  BNL-Atlanta  was  equivalent  to 
the  aaount  requested  by  CBI  in  the  January  27,  1989,  telex  after 
converting  the  foreign  values  to  United  States  dollars.  The  USAO 
charged  I}rogoul's  use  of  this  CBI  account  to  be  aoney  laundering  of 
scheae  proceeds  in  Count  279  of  the  Indictaent.'' 

Further  details  of  Drogoul's  activities  —  the  various 
transactions,  the  concealaent,  his  foreign  travels,  and  other 
conduct  in  furtherance  of  the  charged  conspiracy  —  are  set  forth 
in  the  USAO  Analysis  (Ex.  14),  and  in  its  Sentencing  Neaorandua 
(Ex.  18)  provided  to  the  Court  at  the  tiae  of  Drogoul's  Sentencing 
Hearing.  I  have  reviewed  records  underlying  the  BNL-Atlanta 
transactions,  the  charges  prepared  by  the  USAO,  the  exhibits 


^  In  other  docuaents  the  USAO  revealed  that  its  Investigation 
indicated  that  Iraq  had  used  soae  f\inds  froa  the  MTLs  for  the 
acquisition  of  aaterials  readily  adaptable  to  ailitary  use.  In 
this  connection,  it  referred  to  the  Iraq  military  prooireaent 
network,  in  which  Matrix-Churchill  Corp.  ("MCC")  and  Matrix- 
Churchill  Ltd.  ("MCL")  played  key  roles. 
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introduced  at  the  Sentencing  Hearing,  all  of  the  materials 
reflecting  Drogoul's  several  statements  to  counsel  and  his 
statements  during  his  numerous  debriefing  sessions,  both  in  1989 
and  1992,  in  which  Drogoul  himself  admits  to  these  activities. 

In  any  event,  there  is  little  if  any  dispute  as  to  what 
Drogoul  did  in  terms  of  the  "off-boo)c"  and  wrongful  activities. 
The  principal  dispute  relates  to  whether  his  conduct  was  authorized 
by,  or  was  done  with  the  knowledge  of,  officers  of  BNL-Rome. 

V.   THB  GOVtRNMEWT'B  INVEBTIOATIOM  A»P  PR08EC0TI0M  07  TO  KATTgR 

The  USAO  and  the  DOJ  have  come  under  fire  for  having 
treated  BNL-Rome  as  a  victim  of  the  charged  conspiracy,  having 
determined  that  it  did  not  authorize  or  have  )uiowledge  of  the 
charged  activities  and  was  not  criminally  negligent  in  falling  to 
discover  these  activities  during  the  period  of  the  conspiracy. 
Some  have  made  the  additional  allegation  that  this  prosecution 
theory  reflected  the  intrusion  of  political  pressure  into  Justice 
Department  decisions,  or  a  "cover  up"  of  activities  somehow 
authorized  by  the  United  States.  I  have  devoted  much  time  and 
attention  to  these  subjects  in  my  investigation. 
A.    overview 

As  is  traditional,  this  case  originated  with  the  USAO, 
with  DOJ  later  joining  in  active  consideration  of  the  matter. 
There  was  minimal  contact  between  DOJ  and  the  USAO  until  January 
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1990.*  Thereafter,  there  was  interaction  between  the  two  offices 
up  to  and  beyond  the  return  of  the  Indictment  on  February  28,  1991. 
Many  factors  required  DOJ  involvenent: 

1.  Procedures  requiring  DOJ  persons  to  contact  the 
intelligence  agencies  for  intelligence  infonation 
eibout  BNL; 

2.  The  clearance  of  inaunity  requests; 

3.  The  sheer  magnitude  of  the  case  in  dollar  terms; 

4.  The  involvement  of  several  federal  agencies  in  the 

investigation  relating  to  charges  ultimately 
embodied  in  the  Indictment; 

5.  The  necessity  for  obtaining  foreign  documents  and 

the  testimony  of  foreign  witnesses; 

6.  The  exp>ertise  at  hand  in  the  Fraud  Section  of  OOJ. 

Largely  because  departing  United  States  Attorney  Robert 
Barr,  Jr.  ("R.  Barr")  was  pressing  for  an  Indictment  before  he  left 
office,  the  USAO  in  late  1989  had  drafted  a  proposed  form. 
McKenzie,  who  authored  it,  successfully  opposed  presenting  it  to  a 
Grand  Jury  at  that  time.  To  have  filed  any  Indictment  then  would 
have  been  very  unwise.  By  the  end  of  1989,  it  was  already  obvious 
that  surface  bad  barely  been  scratched  in  what  was  to  be  a  massive 
investigation  in  a  case  of  reaarlcable  complexity. 


'^    It  appears  that  the  DOJ  first  contacted  the  USAO  on  October 
26,  1989,  when  Robert  Mueller,  III  ("Mueller")  called  United 
States  Attorney  Barr  and  McKenzie  to  obtain  information  on  the 
BNL  case.   Ten  days  later  Mueller  called  again,  to  receive 
another  update.   In  mid-December,  Trial  Attorney  (Criminal 
Division)  Wolodymyr  Sulzynslcy  travelled  to  Atlanta  at  the  behest 
of  John  Martin,  Chief  of  the  Internal  Security  Section,  Criminal 
Division  at  DOJ,  to  discuss  the  status  of  the  investigation, 
presumably  because  of  the  "national  security"  overtones.  (Routing 
and  Transmittal  Slip  from  Martin  to  Nark  M.  Richard  and  Edward 
S.G.  Dennis,  Jr.,  dated  December  26,  1989;  MemoranduB  from 
Sulzynsky  to  Martin,  dated  December  26,  1989.) 
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The  widespread  criticism  of  the  "delay"  in  returning  an 
Indictment  some  eighteen  months  after  the  search  is  unfair,  and  a 
claim  that  such  a  "delay"  was  attributable  to  some  corrupt  motive 
or  political  influence,  as  some  have  charged,  is  without  support  in 
the  record.  An  experienced  prosecutor  who  reads  the  massive 
Indictment  will  understand  immediately  the  scope  of  the 
investigation  required  just  to  frame  it.  The  USAO  is  to  be 
complimented,  for  my  review  of  the  files  indicates  that  the 
prosecutors  only  included  Counts  for  which  there  is  abundant 
supporting  evidence."  The  documentation  establishes  that  the 
prosecutors  determined  not  to  seek  the  return  of  an  Indictment 
until  they  felt  they  had  not  just  "probable  cause,"  but  rather 
proof  of  guilt  beyond  a  reasonable  doubt. 

It  is  clear  that  USAO  and  DOJ  spent  a  considerable  amount 
of  time  and  effort  independently  and  jointly  considering  whether 
BNL-Rome  was  a  victim  of  Drogoul's  scheme.  To  understand  the 
prosecutors'  determination,  I  now  turn  to  the  events  immediately 
following  the  search  of  BML-Atlanta. 

B.    The  initial  Bteoei   Ti'^VTB  t?Tr 

Drogoul  had  been  on  vacation  in  France  when  he  was 
informed  by  Von  Wedel  of  the  August  4  search.  Drogoul  immediately 
called  the  Iraqis  with  whom  he  had  worked  on  the  loan  transactions, 
Safa,  Taiha  and  All,  who  instructed  hlo  to  meet  then  in  London  the 


"    The  only  caveat  I  raise  at  this  juncture  is  related  to  the 
decision  to  treat  BNL  as  a  victio. 
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following  day.  On  August  5,  Taha,  Ali  and  others^  met  with 
Drogoul  for  severjtl  hours  and  after  consulting  with  officials  in 
Baghdad,  directed  hin  to  return  to  Atlanta,^'  although  he  has 
stated  that  he  intended  to  return  to  the  United  States  in  any 
event.  Drogoul  travelled  to  New  YorJc  on  August  7  and  met  BNL's 
North  American  Area  Manager,  Pietro  Lombardi  ("Lombardi") .^  While 
in  New  York,  he  also  met  with  an  attorney  representing  BNL,  who 
arranged  to  retain  Lackland  of  AG&G  to  represent  Drogoul.  Later 
that  day,  Drogoul  returned  to  Atlanta  and  was  discharged  by  Umberto 
D'Addosio  ("D'Addosio") ,  General  Vice  President  of  BNL-Rome.'' 

Over  the  next  few  weeks,  starting  August  8,  Drogoul  met 


^         The  other  Iraqis  who  met  with  Drogoul  included  MIMP  counsel 
Fadel  Kadhum  and  Deputy  Minister  Osama  Heunmadi. 

^^    Drogoul  later  stated  that  he  realized  the  Iraqis  thought 
that  in  this  way  they  would  b«  able  to  continue  to  draw  on  the 
outstanding  Loan  Agreement.   (Memorandum  of  Drogoul  Interview, 
dated  August  20,  1992.) 

"    Many  months  later,  Drogoul  described  a  "look"  that  he 
received  from  Lombardi  the  day  that  they  met  in  New  York. 
Drogoul  interpreted  the  look  to  mean  that  "we  have  been  found 
out,"  as  opposed  to  one  of  surprise  or  bleune.   (Memorandum  of 
Drogoul  Interview,  dated  June  19,  1992.)   Von  Wedel  recalled  that 
Drogoul  once  had  told  him  that  Lombardi  knew  about  the  unapproved 
transactions.   (English  translation  of  the  "Final  Report, 
Parliamentary  Committee  of  Inquiry  on  the  case  of  the  Atlanta 
Branch  of  the  Banca  Nazionale  del  Lavoro  and  its  Connections, 
Communicated  to  the  Presidency  on  April  22,  1992"  (hereinafter 
"Italian  Parliamentary  Report")  at  141  svibmitted  herewith  as  Ex. 
20.) 

^    On  August  9,  officials  at  BNL-Rome  (Vice  Chairman  Salvatore 
Paoducci  and  others)  travelled  to  Baghdad  where  they  met  with 
officers  from  the  Central  Bank  of  Iraq  for  the  purpose,  they  have 
said,  of  confirming  the  balance  of  the  outstanding  loans. 
(Memorandum  from  C.H.  Carson,  Principal  Examiner,  to  P.  Vincent 
Conlon,  Deputy  Superintendent,  Foreign  Commercial  Bank  Division, 
and  P.  Philben,  Deputy  Superintendent  and  Chief  Examiner, 
Commercial  Banks.) 
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regularly  with  officials  from  BNL-Rome  and  BNL's  attorney,  Briije 
Kirwan  ("Kirvan")  of  King  &  Spalding. **  (Minutes  of  August  1,  1989 
BNL-Atlanta  meeting;  Minutes  of  August  14,  1989  BNL-Atlanta 
meeting;  Minutes  of  August  24,  1989  BNL-Atlanta  meeting.)  it 
appears  that  iNL-Rome  representatives  also  attended  all  of  .e 
meetings  at  which  both  USAO  and  Drogoul  were  present. 

Although  R.  Barr  sought  to  have  the  Indictment  brought  a 
early  as  possible,  McKenzie  recognized  that  a  good  deal  of 
investigation  was  still  required  and  recommended  that  there  be 
further  investigation  about  various  matters,  including  the  "current 
and  potential  losses  from  unauthorized  credit  transactions  under 
investigation."  (Memorandum  from  McKenzie  to  R.  Barr,  dated 
September  15,  1989.)  McKenzie  did  not  suggest  in  that  memorandum 
that  the  issue  of  BNL-Rome 's  )cnowledge  or  complicity  be  examined. 

Nonetheless,  she  agreed  to  draft  a  "bare  bones" 
Indictment  that  could  be  filed  (and  later  superseded)  in  the  event 
Italy  attempted  to  extradite  the  BNL-Atlanta  employees  before  the 
USAO  was  ready  to  proceed  with  its  otm  case.  (Memorandum  from 
McKenzie  to  R.  Barr,  dated  September  19,  1989.)  She  prepared  the 
draft  Indictment  in  October  1989,  naming  only  BNL-Atlanta  personnel 
(Drogoul,  Von  Nedel,  New,  Barden  and  DeCarolis)  as  defendants,  but 
urged  R.  Barr  not  to  present  the  draft  Indictment  to  the  Grand  Jury 


^    The  minutes  of  these  meetings  indicate  that  they  discussed, 
among  other  things,  the  loans  that  Drogoul  had  extended,  the 
Rafidain  Bank  CCC  guarantees,  and  Option  A,  B  and  C  credit 
openings.   (Minutes  of  August  14,  1989  BNL-Atlanta  meeting; 
Minutes  of  August  16,  1989  BNL-Atlanta  meeting.)   BNL-Rome 
expressed  concern  that  it  would  have  to  honor  the  enormous 
commitments  Drogoul  had  undertaken. 
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because  the  Task  Force  believed  the  case  encompassed  "far  more  than 
'regulatory  matters.'"  (Memorandum  from  McKenzie  to  Barr,  dated 
October  31,  1989.) 

McKenzie  recommended  that  they  await  the  first  week  in 
December,  by  which  time  she  thought  they  would  be  able  to  present 
a  more  comprehensive  Indictment  containing  added  counts  for  (1) 
false  statements  to  the  U.S.  Treasury  and  Export  Import  Bank 
("Eximbank")  ;  (2)  a  scheme  to  defraud  BNL-Rome;  (3)  tax  counts;  (4) 
Trading  with  the  Enemy  Act  counts  relating  to  Cuban  Sugar;  and 
(5)  conspiracy.  (Memorandum  from  McKenzie  to  Barr,  dated  October 
31,  1989.)  R.  Barr  was  adamant  that  she  adhere  to  that  new 
schedule.  (Memorandum  from  R.  Barr  to  McKenzie,  dated  November  3, 
1989.) 

The  early  Task  Force  investigation  included  close  to 
twenty  interviews  with  Drogoul  and  other  BNL-Atlanta  employees  in 
which  the  investigators  repeatedly  asked  thea  to  name  anyone, 
including  employees  of  BNL  outside  BNL-Atlanta,  who  might  be 
implicated  in  the  schemes  they  had  employed.  Of  the  other  BNL- 
Atlanta  employees  identified  as  targets  in  the  investigation,  all 
contended  their  actions  were  for  the  good  of  the  bank  and  not  for 
personal  gain.  Drogoul  repeatedly  denied  the  complicity  of  anyone 
outside  BNL-Atlanta  and  contended  that  the  loans  were  good  loans, 
and  that  there  would  b«  no  difficulty  in  getting  thea  repaid.^' 


"    Early  in  the  investigation,  Drogoul  also  asserted  that  the 
Central  Bank  of  Iraq  and  the  Iraqis  had  no  knowledge  that  he  was 
exceeding  his  authority  (Meaorandum  of  August  10-11,  1989  Drogoul 
Interview) ,  statements  he  later  retracted.  (Meaorandua  of  July 

(continued. . . ) 
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(MenoranduB  of  August  10,  1989  Drogoul  Interviev.)  Th«  USAO  thus 
temlnated  the  Interviews  after  only  a  few  sessions  because  they 
did  not  think  Drogoul 's  statements  were  forthconing. 

By  the  end  of  October  1989,  McKentie  was  prepared  to 
recomnend  that  an  Indictnent  include  an  18  U.S.C.  i  1343  "scheae  to 
defraud  BNL  because  (1)  such  charges  and  proof  thereof  strikes  at 
the  heart  of  the  stated  defense  in  this  case  and  (2)  such  charges 
allow  introduction  of  substantial  dollar  losses  suffered  by  BHL  to 
date."  (MenoranduB  fron  McKenzie  to  R.  Barr,  dated  October  31, 
1989.)  She  noted  that  the  U.S.  Govemnent  had  not  yet  suffered  any 
losses  (in  part  because  of  the  extended  due  dates  on  the  CCC- 
guaranteed  loans  to  Iraq),  but  that  BNL's  losses  were  extensive.^ 
(MenoranduB  froB  McKenzie  to  R.  Barr,  dated  October  31,  1989.) 

Throughout  the  fall  of  1989,  McKenzie  and  R.  Barr 
continued  to  consider  new  aspects  of  the  case,  including  the  Task 
Force's  investigation  of  whether  Drogoul  had  operated  as  a  foreign 


"( . . .continued) 

13,  1992  Drogoul  Interview;  fifift  aIaS  Ex.  19.)   In  fact,  at  one 
point,  Drogoul  conteBplated  executing  a  autual  defense  agreeaent 
with  the  Iraqis.   (IjL.) 

^    BNL  had  offered  significant  assistance  to  the  USAO 
inoediately  following  the  August  4  search  and  Bet  with  the  Task 
Force  to  review  docuaent*  aind  reconstruct  accounts.   BNL  had 
coapiled  a  list  of  the  losses  it  claiaed,  which  included: 
(1)  absurdly  low  interest  rates;  (2)  substandard  letter  of  credit 
fees;  (3)  an  approxiaate  $6  aillion  reserve  penalty  sought  by  the 
Federal  Reserve  due  to  BNL-Atlanta ' s  reporting  and  reserving 
failures;  (4)  attorney  and  accountamt  fees,  travel,  lodging,  and 
other  Boneys;  (€)  $26  aillion  paid  on  letters  of  credit  due  to 
financing  of  Cuban  sugar;  and  (7)  50%  discounted  worth  of  Iraqi 
debt  on  the  world  aarket.   rsee  MeaoranduB  froB  McKenzie  to  R. 
Barr,  dated  October  31,  1989.) 
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agent."  (Memorandun  from  McKenzie  to  R.  Barr,  dated  November  22, 
1989.)  McKenzie  advised  that  Entrade  should  be  included  as  a 
corporate  defendant,  but  that  there  was  "no  evidence  that  any  BNL 
employee  or  officer  outside  Atlanta  had  knowledge  of  any  portion  of 
the  schemes  under  investigation  sufficient  to  warrant  criminal 
prosecution."  (Memorandum  from  McKenzie  to  R.  Barr,  dated  November 

22,  1989.) 

The  BNL  affair  caused  consternation  among  the  officers  of 
BNL  and  Italian  politicians.  In  October  1989,  the  Chairman  and 
Director  General  of  BNL,  Paulo  DiVito  ("DiVito")  visited  the 
American  Ambassador  in  Italy,  The  Honorable  Peter  Secchia,  and 
suggested  that  the  matter  be  raised  "to  a  political  level."  He 
expressed  BNL's  desire  to  cooperate  fully  with  U.S.  government 
authorities  but  at  the  same  time  made  it  clear  that  BNL  wanted  to 
achieve  some  Xind  of  "damage"  control.  (Sfifi  e.g.  138  CONG.  REC. 
H8354-8355  (daily  ed.  September  14,  1992.)  It  is  unclear  whether 
the  USAO  knew  of  DiVito 's  concerns,  but  McKenzie  was  obviously 
aware  that  the  case  had  sparked  substantial  interest  among  high 
ranking  officials  at  the  State  Department.  According  to  McKenzie's 
notes  in  her  "Daily  Log,"  then  Secretary  of  State  Baker  was  most 
interested  in  the  BNL  case  and  was  receiving  frequent  briefings." 
(Italian  Weekly  Report,  dated  October  10,  1989.) 


"    McKenzie  ultimately  decided  that  she  lacked  enough  evidence 
to  include  this  charge  in  the  indictment. 

"    In  the  fall  of  1989,  as  the  investigation  was  unfolding, 
McKenzie  kept  daily  logs  in  which  she  recorded  telephone  calls, 
leads  and  searches  conducted  by  various  agents. 
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On  Deceaiber  7,  1989,  McKenzle  %nrot«  to  Nolly  Worlov, 
Senior  Counsel  for  International  Law  Enforcenent,  Departaent  of 
Justice,  and  asked  that  she  provide  the  nanes  of  four  Iraqi 
nationals  for  dissemination  to  the  Intelligence  Comnunity.  The 
Iraqis  named  were  Sadik  Hasson  Taha,  Rajaa  Ali,  Ahmed  Al-Dulaimi 
and  Safa  Al-Habobi.  She  also  noted  that  Hussein  Kamil  Hassan,  the 
son-in-law  of  Saddam  Hussein,  might  be  peripherally  involved. 
(Memorandum  from  Worlow  to  McKenzie,  dated  December  7,  1989.) 

Italian  Minister  Carli,  on  December  14,  delivered  to  the 
Finance  Commission  of  the  Italian  Senate  a  report  he  had  prepared, 
which  criticized  BNL's  internal  controls  and  suggested  that  BNL- 
Rome  had  knowledge  of  at  least  some  of  Drogoul's  transactions. 
(Translation  of  Report  of  Minister  Carli  to  the  Finance  Commission 
of  the  Italian  Senate  on  December  14,  1989.)  McKenzie  subsequently 
forwarded  a  copy  of  the  report  to  Cerrilyn  Brill  ("Brill"),  then 
Chief  of  the  Fraud  Division  at  USAO.  (Routing  and  Transmittal  Slip 
from  McKenzie  to  Brill,  dated  Decenlier  20,  1989.) 

C.    InteraetioB  Between  08A0  And  DOJt  Winter  !»•»  -  1»»0 

McKenzie  called  Deputy  Assistant  Attorney  General  Mark  M. 
Richard  ("Richard")  in  early  January  1990,  to  infon  hia  about  a 
planned  trip  to  Turkey  and  Italy.  She  intended  to  travel  to  Turkey 
to  meet  with  representatives  of  Entrade  in  order  to  negotiate  a 
guilty  plea  and  to  debrief  Tezeller,  who  had  offered  to 
cooperate.^   She  also  sought  to  interview  BNL-Rome  employees  in 


^        Richard  later  requested  that  McKenzie  defer  the  trip  to 
Turkey  until  he  and  others  at  DOJ  could  evaluate  the  efficacy  of 

(continued. . .) 
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Italy.   In  a  letter  to  Zane  Kelly  ("Kelly"),  Federal  Reserve  Bank 

in  Atlanta,  dated  January  9,  1990,   R.  Barr  and  McKenzie  explained 

that: 

The  stop  in  Rome  is  necessary  to  speak  with  a 
number  of  BNL-Rome  employees,  officers,  and 
directors  at  whom  Christopher  Drogoul  and 
other  key  subjects  have  leveled  charges  of 
complicity  in  their  BNL-Atlanta  scheme.  A 
Rome  setting  is  required  for  immediate  access 
to  all  relevant  records  which  may  assist  in 
defeating  these  spurious  claims  by  subjects  of 
our  criminal  investigation. 

(Letter  from  R.  Barr  and  McKenzie  to  Kelly,  dated  January  9,  1990.) 

It  was  decided  that  BNL-Rome  officials  would  come  to  Atlanta  with 

their  documents  rather  than  have  U.S.  agents  go  to  Rome,  and  the 

trip  was  cancelled.*"   (Memorandum  from  McKenzie  to  R.  Barr,  dated 

January  18,  1990.)   While  it  is  clear  that  no  representatives  of 

either  USAO  or  DOJ  ever  searched  the  premises  of  BKL-Rome,  there  is 

no  indication  that  they  were  precluded  from  obtaining  information 

that  such  a  search  would  have  disclosed. 

On  January  26,  1990,  McKenzie  reported  to  DOJ  on  the 

status  of  the  investigation.*^   At  this  time,  Assistant  Attorney 


"( .  .  .continued) 

negotiating  a  guilty  plea  with  Entrade.   McKenzie  never  made  the 

trip,  because  a  plea  agreement  was  reached  in  this  country. 

*°  Tezeller  later  refused  to  cooperate,  so  it  became  unnecessary 
to  make  the  trip  at  all. 

*'    In  the  sane  month,  BNL-Rome  entered  into  an  agreement  with 
the  Iraqis  in  which  it  agreed  to  "fulfill  its  obligations" 
regarding  the  "off-book"  credits  to  Iraq  from  BNL-Atlanta.   This 
agreement,  which  became  known  as  the  "Geneva  Agreement,"  was 
critical  to  BNL  because  the  MTLs  originally  provided  that  the 
Iraqis  could  defer  payment  of  the  principal  until  a  final 
disbursement  was  made. 
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General  Edward  Dennis  ("Dennis")  headed  the  Crininal  Division,  and 
it  was  arranged  for  Senior  Litigation  Attorney  Peter  Clark 
("Clark")  of  that  Division's  Fraud  Section,*'  another  experienced 
prosecutor,  to  proceed  to  Atlanta  to  review  the  case  and  its 
expanding  dimensions  with  the  USAO.  As  set  forth  in  Clark's 
memorandum  of  February  12,  1990,  his  trip  led  to  additional 
consideration  of  certain  critical  issues  in  the  case,  such  as 
whether  to  approve  the  plea  agreement  with  Entrade  and  immunity  for 
Tezeller,  and  whether  the  proposed  charges  would  preclude  any 
claims  against  BNL  and  underscores  again  why  it  would  have  been 
folly  to  seek  an  Indictment  until  those  issues  had  been  resolved. 
At  this  early  stage,  there  emerged  what  was  to  become  a 
major  dispute  between  the  USAO  and  DOJ.  As  I  have  stated,  the  USAO 
had  decided  in  the  Fall  of  1989  that  it  was  likely  that  (1)  Orogoul 
and  his  Atlanta  co-workers  had  defrauded  BNL,  making  the  latter  the 
victim  of  the  fraud;  and  that  (2)  BNL  had  no  knowledge  of  the 
fraudulent  activities  and  had  not  authorized  them.  This  view  was 
not  unsupported:  Drogoul  had  been  interviewed  on  several  occasions 
beginning  only  deys  after  the  August  search  and  had  never  claimed 
authorization  of  his  misconduct  by  BNL.  On  the  other  hand,  he  had 
—  as  he  was  to  do  later  —  wondered  aloud  how  his  superiors  at 
BNL's  offices  in  its  regional  office  in  New  York  and  at  its 
headquarters  in  Rome  could  not  have  known  of  his  scheme,  given  its 
magnitude. 


*2    The  Fraud  Section  was  and  is  headed  by  Acting  Deputy 
Assistant  Attorney  General  Laurence  Urgenson,  also  an  experienced 
prosecutor. 
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Clark  was  quick  to  take  a  view  at  odds  with  the  USAO.  He 
questioned  the  quality  of  the  USAO's  investigation.  He  suspected 
that  BNL  was  knowledgeable  of  the  fraud  and  might  even  have 
authorized  Drogoul's  activities  but  noted  that  the  USAO  was  "very 
reluctant  to  charge  BNL,  primarily  because  the  bank  has  cooperated 
fully  in  the  investigation  and  has  questioned  the  theory  under 
which  the  Department  could  charge  BNL  for  the  unauthorized  acts  of 
its  officers  and  employees."  (Memorandum  from  Clark  to  Greenberg, 
dated  February  12,  1990.)  He,  and  others  in  the  DOJ  Fraud  Section, 
believed  that  the  sheer  volxime  of  "grey  book"  loans  to  Iraq 
warranted  a  more  intensive  investigation  into  whether  BNL-New  York 
or  Rome  had  authorized,  were  aware  of,  or  were  negligent  in  failing 
to  detect  Drogoul's  "off -book"  activities.*'  The  first  reason  for 
this  was  obvious:  should  facts  show  that  BNL-Rome  were  involved, 
the  case  would  require  a  different  cast  than  that  contemplated  by 
the  USAO.  Second,  it  was  important  to  pin  down  the  facts  on  this 
issue  in  anticipation  of  a  defense  at  trial  by  the  BNL-Atlanta 
targets  that  their  conduct  was  authorized  by  BNL-Rome  or  BNL-New 
York.  (Memorandum  from  Clark  to  Greenberg,  dated  February  12, 
1990.) 


*'    Clark  asserted  that  "the  exposure  of  the  United  States 
—  through  the  CCC  financed  transactions  —  nay  exceed  $1 
billion."  He  also  noted  that  the  U.S.  Government  charge  that  BNL 
was  defrauded  might  preclude  a  U.S.  civil  action  against  BNL  in 
the  event  that  Iraq  defaulted  on  its  CCC  guaranteed  loans. 
(Memorandum  from  Clark  to  Greenberg,  dated  February  12,  1990.) 
Clark  apparently  suggested  preserving  the  government's  rights 
against  BNL  by  either  including  BNL  in  the  indictment  or  freuning 
the  indictment  to  avoid  characterizing  BNL  as  a  victim. 
(Handwritten  notes,  dated  March  13,  1990.) 
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In  By  opinion,  the  DOJ  Fraud  Section's  advice  was  not 
intended  to  stall  or  delay  return  of  an  Indictaent.  The  advice  was 
sound,  the  issues  raised  were  significant,  and  further 
investigation  was  clearly  required.  I  note  that  the  responsibility 
for  overall  handling  of  the  case  and  ultiaate  return  of  an 
Indictment  remained  with  the  USAO,  and  that  the  Atlanta  Task  Force 
continued  to  conduct  its  investigations  under  the  direction  and 
control  of  the  USAO.  The  role  of  the  DOJ  Criminal  Division  and  its 
Fraud  Section  continued  to  be  limited  to  giving  advice  and 
responding  to  the  USAO's  requests  for  information  and  assistance  as 
required. 

On  February  23,  1990,  the  USAO's  McKenzie  and  Rimantas 
R\ikstele  ("Rukstele")  met  in  Washington  with  Urgenson,  and  together 
they  conferred  with  representatives  from  USDA.^  After  this 
meeting,  Urgenson,  Rukstele  and  McKenzie  met  with  Mueller,  to 
update  him  on  the  matter. 

McKenzie  presented  to  Urgenson  a  thoughtful  memorandum 
discussing  why,  in  her  view,  BNI.  was  a  victim  of  Drogoul's 
fraudulent  acts.  Her  reasons  included:  (1)  the  lack  of  benefit  to 
BNL-Rome;  (2)  the  personal  gain  that  BNL-Atlanta  officers  had 
received;*'  (3)  BNL's  diligent  internal  controls  and  audits;*'  (4) 


**        At  the  time,  USDA  considered  approving  an  additional  $500 
million  in  CCC  guarantees  to  Iraq. 

*'    Indeed,  USAO  later  learned  that  Drogoul  received  kickbacks 
from  some  of  the  co^anies  with  which  he  dealt  (namely,  Entrade) , 
and  that  the  Iraqis  enticed  him  with  the  promise  of  a  top 
management  position  at  a  banking  and  trading  enterprise  to  be 
established  in  London. 

48 


391 


the  fact  that  the  involved  officer*  went  to  great  lengths  to 
conceal  their  activities;  (5)  BNL's  full  cooperation  with  the 
investigation;  (6)  that  there  was  no  loss  to  the  U.S.  government, 
nor  were  any  losses  anticipated  because  under  the  Geneva  Agreement 
entered  into  in  January  1990  by  BNL  and  the  Iraqis,  Iraq  promised 
to  repay  most  of  the  CCC-guaranteed  portion  of  its  loans  in  1990; 
(7)  that  BNL  was  no  more  culpable  than  the  Federal  Reserve,  which 
also  was  charged  with  monitoring  BNL-Atlanta  and  also  "should  have 
known"  about  the  fraud;  and  (8)  that  BNL  was  an  agency  of  the 
Italian  goverrunent,  a  sovereign  nation.  (Memorandum  from  McKenzie 
to  Rukstele,  dated  February  23,  1990.) 

But  Urgenson  remained  unconvinced  by  the  USAO's  theory. 
Given  the  massive  amounts  of  the  "off-book"  loans  involved  and  the 
fact  that  this  lending  had  stretched  over  almost  four  years,  it 
seemed  to  him  unlikely  that  BNL-Rome  would  not  have  known  of  at 
least  some  of  these  activities.  For  his  part,  RuJcstele  wanted  IX)J 
to  be  satisfied  with  the  sufficiency  of  the  evidence,  and  asked 
that  Urgenson  visit  Atlanta  and  review  the  evidence  personally. 

Accordingly,  from  March  20  to  22,  1990,  Urgenson, 
Greenberg  and  Clark  set  In  Atlanta  with  McKenzie  and  the  Task  Force 
to  discuss,  among  other  things,  whether  BNL-Rome  had  been  remiss  in 
its  supervision  of  the  BNL-Atlanta  branch.   McKenzie  continued  to 


**(. .  .continued) 

**         It  should  be  noted  that  at  this  time,  McKenzie  had  at  least 
one  report  in  her  possession,  the  Carli  Report  of  December  1989, 
that  severely  criticized  BNL's  internal  controls.   It  is  likely 
that  she  also  had  the  Federal  Reserve  Board  Report  of  August  31, 
1989,  which  had  been  finalized  sometime  in  January.  BNL's  o%m 
investigation  resulted  in  the  Petti  Report,  irtiich  siailarly 
concluded  that  BNL's  controls  were  deficient. 
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take  the  position  that  BNL-Roa«  had  be«n  diligent  in  Bonitoring 
BNL-Atlanta's  performance. 

In  this  connection,  Urgenson  net  with  Federal  Reserve 
representatives  on  March  22  to  review  the  report  of  the  Federal 
Reserve's  August  1989  exaaination  of  BNL-Atlanta.  The  report 
confimed  that  BNL-Rone  had  been  deceived  by  Drogoul's  activities, 
but  it  did  not  support  the  USAO's  deteraination  that  the  parent 
bank  had  been  diligent  with  respect  to  internal  controls/'  The 
Federal  Reserve  suggested  that  "[a]  more  aggressive  internal  audit 
and  control  program  would  have  aided  in  uncovering  the  unreported 
and  apparently  unauthorized  transactions**  and  predicted  that  a 
soon-to-be-released  exemination  report  from  the  Bank  of  Italy  would 
assert  that  "BHL  officials  in  Rome  and  around  th«  world  were 
knowledgeable  of  and  participated  in  [the]  transactions."  (Unifoni 
Report  of  Examination  for  Branches  and  Agencies  of  Foreign  Banking 
Organizations,  with  examination  data  as  of  August  31,  1989.) 

The  meetings  in  Atlanta  caused  Urgenson  to  defer  the 
return  of  a  proposed  Indictment  until  further  investigation  was 
conducted.**  Urgenson  requested  that  the  USAO  submit  a  prosecution 


*'    The  Federal  Reserve  found  that  **BNL  lacked  any  credible 
controls  and  procedures  that  would  limit  and  monitor  the 
activities  of  its  branches"  and  that  "supervision  of  [the 
Atlanta]  Agency  by  [the]  parent  bank's  head  office  and  North 
American  management  in  New  York  was  unsatisfactory  emd 
ineffective."   (Uniform  Report  of  Examination  for  Branches  and 
Agencies  of  Foreign  Banking  Organizations,  with  examination  data 
as  of  August  31,  1989.) 

^    Among  other  things,  Urgenson  suggested  that,  at  some  point, 
the  USAO  should  "lock  in"  testimony  of  important  witnesses  by 
calling  them  before  the  Grand  Jury. 
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nenorandua  —  a  routine  practice  in  conplex  cases  —  on  the  factual 
and  legal  issues  involved  in  the  proposed  prosecution.  USAO  and 
DOJ  agreed  that  the  case  against  certain  Iraqis  was  strong  enough 
to  warrant  including  them  in  an  Indictment. 

These  foregoing  steps  were  discussed  with  RuJcstele,  and 
he  agreed  that  they  should  be  undertaken.  Again,  I  do  not  thinX 
that  there  was  a  plan  to  delay  or  suppress  a  prosecution. 
Certainly  there  is  not  one  paper,  nor  any  testiaonial  evidence, 
supporting  such  a  supposition.  Indeed,  ay  own  experience  teaches 
that  the  decision  to  defer  an  Indictnent  at  this  point  continued  to 
be  the  right  one. 

O.  '  The  Keaetion  In  ItelT 

During  the  month  of  March  1990,  officials  of  BNL-Rome 
apparently  grew  apprehensive  that  USAO's  view  of  BNL  as  a  victim 
would  not  prevail.  They  thus  embarked  upon  a  strategy  to  persuade 
officials  in  the  U.S.  government  that  it  was  inadvisable  to  indict 
BNL.*' 

On  March  6,  Prime  Minister  Andreotti  apparently  met  with 
then  U.S.  Attorney  General  Richard  M.  Thomburgh  ("Thomburgh")  to 
discuss  a  broad  range  of  issues  relating  to  Italy  and  the  United 
States.  At  the  end  of  a  lengthy  memorandum  briefing  Thomburgh  in 
advance  of  that  meeting,  Dennis  summarily  reviewed  the  status  of 


*'    BNL-Rome  representatives  noted  that  it  was  evident  that  the 
strategy  of  cooperating  with  the  prosecutor  was  "losing  its 
weight"  and  that  instead  they  should  exploit  "access  to  high 
political  levels."   (Italian  Weekly  Report,  entry  dated  March  23, 
1990.) 
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the  BNL  investigation. 

i 

Two  weeks  later,  at  a  White  House  social  occasion, 
Italian  Anbassador  Petrignani  apparently  told  Thomburgh  that  an 
Indictment  of  BNL  would  "add  insult  to  injury"  and  would  not  be 
"understood"  in  Italy,  because  BNL  was  an  organ  of  the  Italian 
government."  (Italian  Hee)cly  Report,  entry  dated  March  21,  1990.) 
Thomburgh  has  no  recall  of  any  such  discussion,  and  in  any  case, 
rejects  the  suggestion  that  anyone  in  the  Administration  ever 
approached  him  to  influence  in  any  way  the  conduct  of  criminal 
investigations."  (Deposition  of  Richard  M.  Thomburgh,  [>ecember 
3,  1992,  at  13-14.) 

On  March  30,  1990,  the  Bank  of  Italy  concluded  its 
investigative  report  and  sent  it  to  the  Federal  Reserve  in  New 
York.  The  report  was  consistent  with  the  Federal  Reserve's 
findings  on  the  inadequacy  of  BNL's  controls  and  referred  to  "the 
possibility  that  BNL's  top  management  and  Head  Office  may  have 
known  of  the  Atlanta  branch's  irregular  operations,"  but  it  did  not 
fulfill  the  Federal  Reserve's  prediction  that  the  report  would 


"    On  March  17,  Petrignani  also  met  with  Dennis,  Richard  and 
Robin  Ross,  Chief  of  Staff  of  the  Attorney  General's  Office, 
presumably  to  discuss  the  BNL  matter. 
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Attorney  General  Hllliaa  P.  Barr  also  stated  that  from  the 
period  beginning  in  May,  1990  (when  he  becme  Acting  Deputy 
Attorney  General)  and  thereafter,  no  person  from  any  U.S. 
government  department  or  agency  outside  the  DOJ  suggested  or 
instructed  him  to  handle  the  BNL  investigation  in  an 
inappropriate  way,  to  delay  the  process  or  to  shield  any 
individual  or  entity  from  investigation.  (Deposition  of 
Attorney  General  Barr,  December  2,  1992,  at  19.)  Mr.  Barr 
also  said  that  he  never  suggested  to  Mueller  that  the  case 
be  handled  in  any  inappropriate  way.  {Um.  at  20.) 
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implicate  BNL-Rome  officials.  The  Bank  of  Italy  report  concluded 
that  while  managers  outside  Atlanta  had  not  executed  the  scheme, 
the  unauthorized  loans  were  made  "within  an  organizational 
framework  of  structurally  inadequate  controls  on  the  activities  of 
the  North  American  branches,"  and  that,  in  particular,  "the 
procedures  for  monitoring  the  account  books,  which  was  the 
responsibility  of  [an]  internal  auditor.  .  .  were  inadequate." 
(Translation  of  Banca  d' Italia  Report  on  BNL-Atlanta,  undated 
(conveyed  with  March  30,  1990  letter).) 

B.   The  Preseeution  MemoraBduat   Soring  1990 

In  response  to  DOJ's  request,  McKenzie  and  Rukstele 
drafted  a  comprehensive  Prosecution  Memorandum  that  was  delivered 
to  DOJ  in  late  April,  1990.  The  Memorandum  evidenced  McKenzie 's 
intent  to  prosecute  the  five  previously  named  BNL-Atlanta 
defendants  —  Drogoul,  Fiebelkom,  Barden,  DeCarolis,  and  New  —  as 
well  as  Pierre  Drogoul,'''  Entrade  and  its  employee  Tezeller,  and 
the  following  six  Iraqis:  Taha,  Ali,  Toma,''  Rasheed,  Al- 
Dulaimi,^  and  Al-Habobi.    It  made  no  mention  of  prosecuting 


'^    Christopher  Drogoul 's  father,  Pierre  Drogoul,  was  identified 
as  instrumental  in  facilitating  kickbacks  from  Entrade  to  Drogoul 
and  Von  Wedel,  and  as  having  an  interest  in,  or  an  executive 
position  with,  some  of  the  companies  receiving  "off-book"  funding 
from  BNL-Atlanta.   (April  Pros.  Memorandum  at  8.)   Pierre 
Drogoul 's  name  was  brought  up  occasionally  by  the  prosecutors  as 
a  possible  defendant,  but  he  was  not  included  in  the  final 
indictment. 

''    Abdulaihad  Petraus  Toma  was  a  CBI  official  who  co-signed  with 
Raja  Hassan  Ali  for  the  third  MTL  for  $500  million. 

^        Ahmed  Al-Dulaimi  was,  at  the  time,  the  Under  Secretary  of 
the  Iraqi  MIMP. 
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Rafidain  Bank,  which  was  ultimately  includad  in  th«  Indictment, 
CBI,  or  BNL-Rome.  It  referred  briefly  to  Wafai  Dajani,  a  Jordanian 
businessman,  but  did  not  expound  upon  his  role  in  the  illegal 
transactions.''  it  also  did  not  mention  Matrix  Churchill 
Corporation  ("MCC"),'*  because  the  prosecution  had  decided  that 
examination  of  the  consulting  fees  paid  to  MCC  were  part  of  the 
investigation's  "second  phase,"  and  that  any  charges  relating  to  it 
would  not  be  included  in  the  initial  Indictment.  (April  Pros. 
Memorandum  at  50 . ) 

In  the  April  1990  Prosecution  Memorandum,  McKenzie  set 
forth  some  of  her  reasons  for  not  including  BNL-Rome  among  the 
proposed  defendants.  Noting  that  "Federal  Reserve  Examiners  who 
have  become  totally  feuniliar  with  all  aspects  of  the  BNL-Atlanta 
illegal  operation  since  detection  cannot,  in  retrosc>ect,  assure 
that  even  a  full  Federal  Reserve  Examination  would  have  detected 
the  scheme,"  (April  Pros.  Memorandum  at  84),  she  reasoned  that  the 
work  product  of  the  several  internal  and  external  auditors  would 
make  it  very  difficult  to  prove  BNL's  culpability  under  the  law. 

McKenzie  also  emphasized  the  policy  reasons  favoring  the 
BNL  "victim"  theory:  that  the  defendants  would  receive  higher 


"    The  ^ril  1990  Prosecution  Memorandum  also  discussed  the 
second  phase  of  the  investigation,  in  which  McKenzie  contemplated 
charging  entirely  different  defendants  with  additional  Counts. 

^        MCC,  based  in  Ohio  and  a  subsidiary  of  U.K. -based  Matrix- 
Churchill  Ltd.,  was  part  of  the  Iraqi  arms  procurement  network 
and  acted  as  a  paid  consultant  or  broker  while  finding  U.S. 
contractors  to  construct  industrial  plants  in  Iraq.   fSee  e.g. . 
U.S.  Treasury /UCSC  Investigation  Report  dated  February  12,  1990 
(Interview  of  Von  Hedel).)  BNL-Atlanta  apparently  provided 
financing  for  the  plans  pursuant  to  the  MTLs.  (Idj.) 
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sentences  under  the  Federal  Sentencing  Guidelines  if  BHL  were 
treated  as  a  victin;  and  that  otherwise,  the  roles  of  Tezeller, 
Entrade  and  the  Iraqis  would  be  ignored  because  the  only  nisconduct 
uncovered  in  the  investigation  was  their  participation  in  the  fraud 
against  BNL.   (April  Pros.  Memorandun  at  94-95.) 

The  Mefflorandum  also  discussed  at  length  the  Iraqis' 
complicity  in  the  lending  schene.  As  evidence  both  of  their 
complicity,  and  as  further  evidence  that  BNL-Rome  was  a  victim,  the 
Memorandum  pointed  to  the  efforts  of  Drogoul  and  the  Iraqis  to  hide 
the  scheme  from  BNL-Rome.  It  cited  as  an  example  the  meeting 
between  Drogoul,  Von  Wedel  and  Teodoro  Monaco,  a  BNL-Rome 
representative,  in  Baghdad.  Drogoul  had  suggested  that  Monaco  and 
Rasheed  meet  "in  an  effort  to  reopen  contact  between  the  Iraqis  and 
BNL."  Rasheed,  who  was  heavily  involved  in  transactions  with 
Drogoul,  purportedly  lamented  the  fact  that  BNL  did  not  engage  in 
any  lending  to  Iraq  without  full  collateral izat ion.  (April  Pros. 
Memorandum  at  47-48.) 

Notwithstanding  the  very  substantial  effort  the  April 
1990  Prosecution  Memorandum  reflected,  the  Fraud  Section  personnel 
in  DOJ  still  were  not  convinced  of  BNL-Rome's  status  as  a  victim.'^ 
The  sheer  size  and  number  of  the  "off -book"  transactions,  and  BNL- 
Atlanta's  need  to  deal  with  international  money  bro)cers  to  borrow 
funds  for  these  transactions  continued  to  leave  Urgenson  and  Clark 
concerned  that  an  Indictment  on  the  "BNL  as  victim"  theory  would 


'^    Although  Urgenson  apparently  was  not  certain  that  BNL-Rome 
was  truly  a  victim,  he  did  concede  that  such  an  analysis  might 
ultimately  prove  correct. 
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fail  at  trial. 

Urgenson  and  Clark  also  were  concerned  that  the 
defendants  night  assert  they  had  engaged  in  the  scheme  to  improve 
the  profitability  of  BNL-Atlanta  —  and  of  BNL  as  a  whole  —  by 
making  a  much  larger  number  and  volume  of  loans  than  could  be  done 
under  BNL's  official  guidelines.  If  the  defendants  could  point  to 
early  indications  of  unauthorized  lending  that  arguably  should  have 
been  detected  by  BNL's  senior  management,  they  could  claim  that 
BNL's  failure  to  halt  the  scheme  evidenced  authorization.  Urgenson 
also  thought  that,  in  light  of  the  fact  that  BNL  was  owned  by  the 
Italian  government,  the  defense  might  assert  that  the  "off-book" 
lending  scheme  had  been  designed  by  the  Italian  government  to 
maintain  economic  relations  with  Iraq. 

The  USAO,  however,  responded  by  noting  that  Drogoul  still 
had  not  neuned  anyone  at  BNL-Rome  who  had  authorized  what  he  had 
done,  emd  that  the  "off -book"  transactions  by  BNL-Atlanta  were  so 
structured  that  suspicions  would  not  have  been  aroused.  They  also 
contended  that  the  losses  on  the  "grey  book"  lending  were  so  large 
and  so  predictable  that  no  bank  would  have  taken  the  risk, 
particularly  given  Iraq's  bad  credit  rating  and  the  small  interest 
rate  spreads  and  minimal  fees  involved  in  the  lending. 

In  the  end,  DOJ  and  the  USAO  could  not  come  to  terms  with 
one  another,  and  the  DOJ  attorneys  suggested  that  a  revised 
Indictment  be  drafted  by  the  USAO.  They  also  suggested  that  the 
USAO  theory  that  the  "off-book"  loans  were  not  profitable  be 
investigated  more  thoroughly,  and  that  Drogoul 's  superiors  in  BNL- 
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New  York  and  Rone  be  called  before  the  Grand  Jury.  In  light  of  the 
very  different  views  held  by  these  two  groups  of  career 
prosecutors,  and  their  conflicting  theories  about  the  evidence 
gathered  to  date,  it  would  have  been  unsound  to  have  sought  an 
Indictment  at  that  point. 

r.    The  lavestioatioBi ffprJBg  flP^  PMMtr  l?fft 

In  the  late  Spring,  as  the  Task  Force  in  Atlanta 
continued  to  develop  and  pursue  leads  in  its  investigation,  Clark 
continued  to  question  the  progress  of  the  investigation.  He 
understood  that  only  one  witness  had  testified  before  the  Grand 
Jury,  even  though  he  and  Urgenson  had  urged  earlier  that  the 
witnesses  be  put  before  the  Grand  Jury  to  lock  in  their  testlaony. 
He  also  understood  that  the  USAO  had  not  interviewed  any  of  BNL's 
internal  auditors.  (Memorandun  froa  Clark  to  Greenberg  and 
Urgenson,  dated  May  9,  1990.)  Clark  believed  that  pursuit  of  these 
leads  would  affect  the  USAO's  analysis  of  whether  individuals  in 
other  BNL  offices  knew,  or  should  have  known,  aibout  the  scheme. 
His  position,  of  course,  reflected  DOJ's  long-held  skepticism  about 
the  USAO  theory. 

In  May  1990,  representatives  froB  the  DOJ  and  the  Task 
Force,  including  Richard,  Urgenson,  Ruicstele,  NcKenzie  and  Wade, 
met  with  State  Department  and  NSC  officials,  including  Nicholas 
Rostow,  Special  Assistant  to  the  President  and  Legal  Advisor,  NSC. 
The  purpose  of  the  meeting  was  to  keep  the  Intelligence  Community 
informed  of  the  status  of  the  BNL  case.  (Partial  Attendance  List 
of  White  House  Meeting,  dated  May  29,  1990.) 
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During  the  Sumner  of  1990,  McKenzi«  was  drawn  trom  the 
case  to  focus  on  the  retrial  of  another  case  she  had  been  handling. 
The  Task  Force  continued  its  investigation,  drawing  intenaittently 
on  McKenzie's  advice  and  assistance.  In  early  July^  Rukstele 
provided  Richard  and  Urgenson  with  a  written  status  report,  in 
which  he  noted  that  USAO  had  agreed  to  prepare  another  draft 
Indictment  and  a  Prosecution  Meaorandua. 

a.    The  Contiauina  Debate t   Autyia  Iffff 

In  Septenber  1990,  Italian  Anbassador  Petrignani  renewed 
his  efforts  to  convince  DOJ  and  the  Atlanta  investigators  that  BNL- 
Rone  was  not  culpable.  On  Septenber  21,  several  representatives 
froB  DOJ  and  the  Task  Force,  including  Urgenson,  McKenzie  and  Wade, 
net  with  the  Aabassador,  Senator  Carta  (chairaan  of  the  Italian 
Senate  Connittee  investigation)  and  Professor  Zanelli  (counsel  to 
the  Italian  Coaaittee) .  Petrignani  is  reported  to  have  asserted 
that  "BNL  was  the  victia  of  a  terrible  fraud"  and  that  the 
"reputation  of  BKL  was  of  great  iaportance  as  the  Italian  State  is 
a  majority  owner."  (Meaorandua  froa  Daniel  Lippaan,  Office  of 
International  Affairs  ("OIA"),  to  Drew  Arena  and  Richard  Owens, 
dated  Septeaber  21,  1990.) 

On  October  8,  Greenberg  prepared  a  letter  to  CIA  General 
Counsel  H.  George  Jaaeson  ("Jameson"),  requesting  that  the  CIA 
search  for  inforaation  regarding  the  CIA's  relationships  with 
certain  individuals  and  entities  and  whether  BNL  funds  were  used 
directly  or  indirectly  for  the  purchase  of  iapleaents  of  war  or 
dual  use  items  that  could  be  used  in  the  aanufacture  of  iaplements 
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of  war.  (Letter  from  Greenberg  to  J<meson,  dated  October  8,  1990.) 
In  addition,  the  controversy  between  USAO  and  DOJ  about 
the  USAO's  prosecution  theory  Intensified.  In  early  October, 
representatives  of  OOJ  and  the  USAO  Investigative  teaa.  Including 
Mueller,  Richard,  Urgenson,  Greenberg,  Clark,  NcKenzle  and  Paul  B. 
Maloney  ("Maloney") ,  held  a  meeting  to  discuss,  aaong  other  things, 
whether  BNL  had  benefitted  from  the  lending  transactions  to  Iraq, 
a  point  which  was  fundamental  to  the  USAO  prosecution  theory. 
(Handwritten  notes  of  October  2,  1990  meeting.) 

In  fact,  it  appears  that  early  on  the  "off-book"  and 
"skipped"  loans  were  quite  profitable."  For  example,  in  1988,  the 
Chicago  and  Los  Angeles  agencies  of  BNL  earned  approximately 
$250,000  and  $600,000,  respectively,  t^ile  Atlanta  netted  $3 
million.  (Ex.  16  at  54.)  Thus,  if  the  loans  had  been  paid  on 
schedule,  "the  scheme  could  have  drastically  raised  BNL's 
profitability."  (Memorandum  from  Clark  to  Urgenson,  dated  D'cember 
1,  1990.)  This  could  have  provided  a  feasible  theory  to  charge 
BNL's  officers  as  well  as  the  bank  Itself. 

The  USAO  also  sent  a  new  draft  Indictment  to  DOJ  in 
October.  This  extensive  draft  charged  the  five  BNL-Atlanta 
employees;  Tezeller  and  Entrade;  Taha,  Rasheed,  All  and  Al-Habobi; 
and  CBI  and  Rafidain  Bank.  The  cover  letter  conveyed  the  USAO's 
expectation  of  Including  two  additional  Iraqi  Individuals  in  the 


"  Italy  imposes  capital  limits  and  credit  standards  on  banlcs, 
which  limit  the  number,  type  and  length  of  loans  that  a  bank  can 
lawfully  make.   (January  1990  Pros.  Memorandum  at  63.) 
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forthcoming  Prosecution  Memorandun,  neither  of  whoB  was  ever 
added." 

Thereafter,  Clark  and  Taylor  went  to  Atlanta  and  reviewed 
documents.  Clearly,  a  principal  concern  of  both  offices  at  this 
point  was  putting  to  rest  any  remaining  doubts  eibout  BNL's  status 
as  a  victim  of  the  fraud.  The  care  with  which  these  tasks  were 
designed  and  performed  is  evident  in  the  lengthy  October 
Prosecution  Memorandum  I  have  reviewed.  It  carefully  established 
the  point  that  to  hold  the  corporation  criminally  liable  for 
illegal  acts  of  its  employees,  there  must  be  an  intent  to  benefit 
the  corporation.  The  Memorandum  also  analyzed  the  sovereign 
immunity  issues  involved,  because  it  was  recognized  that  the  two 
banks  it  was  proposed  to  indict,  CBI  and  Rafidain  Bank,  would 
likely  be  considered  agencies  of  Iraq. 

With  both  DOJ  and  the  USAO  determined  to  put  to  rest  the 

question  whether  BNL-Rome  had  been  defrauded,  Clark  reviewed  the 

October  Prosecution  Memorandum  to  focus  on  those  features  that,  in 

his  view,  undermined  the  theory.   Clark  listed  the  following 

factors : 

(1)  BNL-Rome  was  on  actual  notice  of  repeated 
violations  by  BNL-Atlanta,  but  did  not  follow 
through  as  would  be  expected;  (2)  BNL 
Corporate  should  have  detected  the  violations 
in  other  ways,  particularly  from  the  very 
active  money  desk;  (3)  the  sources,  extent, 
enforcement  and  terms  of  BNL's  prohibition  on 


"    The  letter  also  noted  that  they  exi>ected  to  obtain  the 
cooperation  of  Gordon  Cooper,  Vice  President  and  Chief  Executive 
Officer  of  MCC,  in  providing  evidence  against  the  Iraqis.  The 
prosecutors  obtained  formal  use  immunity  for  Cooper,  in  exchange 
for  his  complete  cooperation. 
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various  acts  engaged  in  by  BNL-Atlanta  was  not 
given;  (4)  it  would  have  been  highly  unlikely 
for  BNL-Atlanta  to  control  all  three  areas  of 
lending/  funding  (money  desk)  and  internal 
audit;  and  (5)  the  scheme  could  have 
drastically  raised  BNL's  profitability  if  the 
loans  themselves  were  repaid  on  schedule  or 
BNL  may  have  been  able  to  build  its  book  of 
earning  loans  without  holding  the  required 
capital  required  by  Italian  law. 

(Memorandum  from  Clark  to  Files,  dated  November  1990.) 

In  part,   his  comments  appeared  to  stem   from  his 

examination  of  certain  Federal  Reserve  documents,  in  which  he 

discovered  information  and  leads  that  were  new  to  him,  and  which 

raised  still  further  questions  about  the  knowledge  and  involvement 

of  BNL  management  outside  Atlanta.^  His  review  of  the  doc\unents 

also  led  him  to  conclude  that  there  were  still  significant  leads 

that  needed  to  be  pursued,  specifically  regarding  the  internal 

auditors  and  their  reports,*^  Guadagnini's  relation  to  Drogoul,  and 

Guadagnini's  position  at  Entrade.^   In  effect,  as  Clark  pored 


^    He  was  particularly  troubled  because  he  believed  that  USAO 
had  not  given  him  all  of  the  pertinent  documents. 

^^    One  of  the  documents  Clark  read  memorialized  the  Federal 
Reserve's  review  of  the  auditors'  wor)q^pers  for  the  1988  and 
1989  BNL-Atlanta  audita.  These  materials  revealed  that  the  BNL 
auditors  had  uncovered  a  "serious  lack  of  controls  and 
segregation  of  duties  and  evidence  of  substantial  mismanagement. 
(Memorandum  from  Clark  to  Urgenson,  dated  November  13,  1990, 
citing  Memorandum  from  Kennedy  to  Kelley,  dated  October  16, 
1989.)   Clark  apparently  was  surprised  because  he  thought  that 
the  Task  Force  had  reviewed  all  of  the  internal  and  outside 
auditors'  reports  and  found  them  satisfactory,  as  the  USAO  had 
indicated  in  its  April  Prosecution  Memorandum. 

^    Clark  also  learned  from  the  Federal  Reserve  doctiaents  that 
Maggi,  one  of  the  BNL-Atlanta  informants,  had  stated  that  Drogoul 
had  attributed  the  practice  of  taking  loans  off  of  the  books  to 

(continued. . .) 
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through  the  Federal  Reserve  docuaients,  it  is  possible  that  he  was 
discovering  what  Drogoul  had  referred  to,  in  his  statement  to  his 
lawyers  later  made  available  to  USAO,  as  "telltale  signs"  that  were 
all  over  the  branch  and  in  its  records."   (Ex.  16  at  55.) 

Upon  reviewing  this  new  information,  Clarlc  also  began  to 
doubt  whether  BNL-Rome  officials  had  cooperated  fully  with  the  Task 
Force,  as  McKenzie  had  insisted.**  He  noted  that  New  York  Federal 
Reserve  Examiner  Walter  Zujiic  had  asserted  that  early  on,  BNL 
refused  to  permit  McKenzie  to  interview  Monaco,  Alvisa  and  Florio. 
(Memorandum  from  Clark  to  Urgenson,  dated  November  13,  1990.)  In 
fact,  two  of  the  interviews  actually  took  place,  but  Clark's  point 
was  valid:  it  appeared  to  him  that  BNL-Rome  selectively  offered 
cooperation. 

In  the  meantime,  the  officers  at  BNL-Rome  continued  to 
assert  their  ignorance  of  the  scheme.  In  the  presence  of  McKenzie, 


^(. . .continued) 

Guadagninl.   With  the  information  I  have  availeible  today,  it 
appears  to  me  that  Maggi  misinterpreted  a  comment  made  by 
Guadagnini  to  Drogoul.   I  can  appreciate  that  at  the  time,  Clark 
might  have  found  this  information  startling.   Clark  also  learned 
that  after  Guadagnini 's  retirement  from  BNL,  Guadagnini  beceune  a 
Director  at  Entrade.   (Memorandu>  from  Clark  to  Urgenson  and 
Greenberg,  dated  November  13,  1990;  Ex.  14  at  49-50.) 

*^         For  example,  Maggi  had  stated  that  the  "grey  book"  letters 
of  credit  were  coded  with  a  "2"  prefix,  which  Clark  believed 
raised  the  question  of  "why  BNL's  auditors  —  or  the  exiuniners  — 
did  not  detect  such  an  obvious  signal  to  BNL  auditors." 
(Memorand\un  from  Clark  to  Urgenson  and  Greenberg,  dated  November 
13,  1990;  Ex.  16  at  55.) 

**    Urgenson  previously  had  commented  that  "BNL's  presentations 
to  American  and  Italian  investigators  have  been  marked  by 
'manipulation  and  self -protection'  on  the  part  of  BNL,  and  their 
conduct  was  'not  as  good  as  they  think.'"   (Memorandua  from 
Urgenson  to  file,  dated  May  2,   1990.) 
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BNL's  attorneys  interviewed  Pedde  by  telephone  at  his  home  in 
Italy.  Pedde  not  only  denied  knowledge  of  the  scheme  but  asserted 
"that  there  was  absolutely  no  truth  to  the  unsubstantiated  rumor 
that  the  BNL-Atlanta  scheme  was  set  up  by  BNL-Rome  to  fund  the 
Italian  Socialist  Party."**  (Memorandum  of  November  20,  1990  Pedde 
Interview. ) 

In  spite  of  the  repeated  assurances  by  BNL  officials, 
Urgenson  was  "not  yet  convinced  .  .  .  that  BNL  was  an  unwitting 
victim,  and  that  there  was  no  involvement,  authorization  or 
condonation  of  the  illicit  activity  by  BNL  personnel  outside  the 
Atlanta  Agency  .  .  .."  (Memorandum  from  Urgenson  to  Maloney,  dated 
November  29,  1990;  see  also  Memorandum  from  Urgenson  to  Mueller, 
dated  November  30,  1990.)  Before  approving  Atlanta's  prosecution 
theory,  Urgenson  wished  to  be  completely  assured  that  each 
investigative  lead  pointing  to  an  involvement  of  BNL  management 
outside  Atlanta  had  been  pursued,  and  that  the  USAO  prosecutive 
theory  would  stick. 

Urgenson  noted  that  part  of  the  difficulty  they  were 
experiencing  in  this  regard  was  "the  virtual  absence  of  any  hard 
probing  of  BNL  New  York  or  Rome  personnel  .  .  . . "  (Memorandum  from 


**    The  U.S.  Treasury  attache  in  Rome  previously  had  suggested 
that  the  profits  from  the  BNL-Atlanta  agency's  extensions  of 
credit  had  been  "earmarked  for  the  Italian  Socialist  Party  in 
accordance  with  an  apparently  'institutionalized'  practice  of 
illicit  political  financing  derived  from  the  division  of 
stewardship  of  the  various  publicly-o%med  [Italizm]  institutions 
between  various  political  parties."   (Memorandum  from  Clark  to 
Urgenson  and  Greenberg,  dated  November  13,  1990,  citing  New  York 
Federal  Reserve  Memorandum  from  Dacey  to  Spindler,  dated  October 
16,  1989.) 
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Urgenson  to  Maloney,  dated  November  29,  1990.)  He  decided, 
therefore,  to  send  Clark  and  Taylor  to  Atlanta  to  continue  to 
review  documents  and  investigate  still  further  the  evidence  upon 
which  USAO  rested  its  theory.  Clark  and  Taylor  acknowledged  that 
their  trip  to  Atlanta,  and  corresponding  analysis  of  the 
investigation,  came  "at  a  time  when  it  is  uncertain  whether  a  state 
of  war  will  soon  exist  with  Iraq,  [which]  will  without  question 
subject  the  Department  to  the  highest  degree  of  scrutiny  by  the 
national  and  international  media  and  by  the  Congress.  The 
Department's  decision  making  process  will  be  as  open  for  comment  as 
our  conduct  before  and  during  trial."  (Memorandum  from  Clark  and 
Taylor  to  Urgenson,  dated  December  1,  1990.) 

B.   The  Final  Btaoet January  and  yebruarr  l»91 

On  January  3,  1991,  members  of  an  Italian  investigative 
delegation  travelled  to  Atlanta  and  met  with  Lippnan,  McKenzie, 
Wade  and  Clark,  among  others.^  (Memorandum  from  Lippman  to  Arena, 
dated  January  7,  1991.)  Professor  Enrico  Zanelli,  a  member  of  the 
delegation,  asserted  that  while  the  Italian  Committee  had  no 
evidence  that  anyone  at  BNL  was  involved  in  the  unauthorized  loans, 
BNL  officials  in  Rome  and  New  York  may  have  been  negligent. 


**         This  meeting  had  been  planned  in  mid-October,  when  Urgenson 
received  word  that  McKenzie  wished  to  meet  with  Dr.  Montaldi,  of 
the  Tribunal  of  Rome.  McKenzie  is  reported  to  have  been  anxious 
to  assist  Montaldi,  but  noted  that  the  case  had  proven  far  more 
complex  and  in  some  respects  considerably  different  than  it  had 
originally  appeared.   (Undated  Letter  from  Horlow  to  Al  Dott 
Raffaele  Palmieri,  "Direttore,  Ufficio  II  A. P.,  Ministero  di 
Grazia  e  Guistizla".)  According  to  Horlow,  McKenzie  believed 
that  Dr.  Montaldi '8  request  to  meet  was  "based  on  certain 
understandings  about  what  transpired  in  Atlanta  that  have  now 
proven  to  be  incorrect  ..."   fid.) 
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(MenoranduB  from  Lippman  to  Arena,  dated  January  1,  1991.)  Carta 
expressed  skepticisa  that  only  BNL-Atlanta  was  Involved  in  the 
scheme.  (Id.)  It  does  not  appear  that  the  Italians'  opinions, 
however,  influenced  McKenzie's  adherence  to  the  "Rome  as  victim" 
theory  of  an  Indictment. 

A  week  later,  on  January  11,  1991,  Brill,  McKenzie, 
Rukstele,  Alexander  and  Wade  held  a  meeting  with  Urgenson,  Clark 
and  Taylor,  at  which  the  USAO  again  sought  to  persuade  DOJ  that 
BNL-Rome  should  be  treated  as  an  unwitting  victim.  The  USAO 
reiterated  its  position  that  the  fraud  theory  rested  upon  the 
clandestine  nature  of  the  transactions,  the  personal  gains  to  Von 
Hedel  and  Drogoul,  and  the  likely  effect  of  harm  to  BNL-Rome. 
(Memorandum  of  Outline  of  Fraud  Section  meeting,  dated  January  11, 
1991.)  The  USAO  prosecutors  believed  that  proceeding  with  this 
theory  would  permit  them  to  pursue  the  prosecution  of  other 
critical  entities  such  as  the  Iraqis,  Entrade  and  Dajani.  fid. ) 
In  addition,  they  indicated  that  the  theory  made  sense  in  the 
context  of  the  government's  "national  security  concerns"*'  and  the 
concerns  of  the  public  and  Congress  that  an  Indictment  in  the  case 
was  long  overdue.   (Xdj.) 

Clark  was  not  convinced.  Once  again,  he  directed  his 
comments  to  the  adequacy  of  the  proof.  He  observed  that  the  facts 
"provide  a  less  than  adequate  basis  upon  trtiich  to  prove  the 


*'    By  early  January,  President  Bush  had  successfully  built  a 
coalition  against  Iraq  that  included  both  Italy  and  Jordan,  and 
the  U.S.  threatened  to  invade  Iraq  if  it  did  not  retreat  from 
Kuwait  by  January  15,  1991. 
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requisite  intent  on  the  part  of  the  Iraqis  and  the  lower-level  BNL 
personnel  and  put  into  question  whether  the  evidence  against 
Orogoul  is  sufficient  to  show  that,  with  the  exception  of  the 
Entrade  transaction,  he  intended  to  defraud  his  enployer." 
(Memorandum  from  Clark  to  Urgenson,  dated  January  11,  1991.) 

Three  days  later,  Mueller  assigned  Clark  to  rewrite  the 
Prosecution  Memorandum  and  the  draft  Indictment.  On  January  25, 
Clark  travelled  to  Atlanta  to  help  the  prosecutors  investigate  the 
extent  of  knowledge  held  by  BNL  officials  outside  of  Atlanta  and  to 
put  major  BNL  witnesses  before  the  Grand  Jury."  Clark  sat  in  the 
Grand  Jury  room  and  then  a  week  later,  reported  to  Urgenson  that 
USAO  had  achieved  the  "priawry  objective"  of  locking  in  Drogoul's 
superiors'  testimony  that  they  had  not  authorized  Drogoul's 
transactions  with  Iraq.  (Memorandum  from  Clark  to  Urgenson,  dated 
January  31,  1991.)  Clark  also  said  that  the  adequacy  of  BNL's 
management  and  auditing  controls  had  been  explained  sufficiently  to 
preclude  criminal  liability  of  BNL-Rome.  (Memorandum  from  Clark  to 
Urgenson,  dated  January  31,  1991.) 

The  following  day,  however,  Clark's  doubts  were  rekindled 
when  he  learned  of  an  article  that  had  been  published  on  February 


"    McKenzie  had  requested  of  BNL's  counsel  that  the  following 
former  BNL  officers  voluntarily  testify  before  the  Grand  Jury: 
Pedde,  Nesi,  O'Addosio,  DiVito,  Constantinl,  Bonamicl,  Florio, 
Monaco,  Lombardl,  Nessere  and  a  member  of  BNL's  Board  of 
Directors  and  Executive  Committee.   (Letter  from  McKenzie  to 
Walter  Driver,  Jr.  and  Kirwan,  dated  January  20,  1991.) 
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20,  1988  in  Middla  East  Econr.iT.ie  Dioaafc  ("{ffiEC")  .«»  The  article 
indicated  that  BNL-Atlanta  had  charged  the  Iraqis  a  very  generous 
rate  for  financing  import  transactions  —  just  1/16  percent  above 
LIBOR  —  and  that  BNL  had  been  left  highly  exposed  to  Iraqi  risk. 
Moreover,  it  asserted  that  BNL  had  agreed  to  continue  to  provide 
financing  to  Iraq."  Clark  wondered  whether  the  article,  then 
almost  three  years  old,  should  have  alerted  individuals  at  BNL  to 
the  Atlanta  schene.  He  noted  that  "no  systeaatic  effort  has  been 
made  to  determine  who  at  BNL-Rome  was  aware  of  the  article."" 
(Memorandum  from  Clark  to  Files,  dated  February  1,  1991.) 

On  January  28,  Urgenson  sent  to  Mueller  an  extensive 
Prosecution  Memorandum  presenting  the  Fraud  Section's  analysis  of 
the  USAO's  draft  Indictment.  The  Fraud  Section  redrafted  the 
Indictment  to  shorten  and  reorganize  it,  but  proposed  the  same  list 
of  defendants  as  the  USAO  had  proposed:  the  five  BNL-Atlanta 
employees,  Entrade  and  Tezeller,  the  Central  Bank  of  Iraq  and 
Rafidain  Bank,  and  four  Iraqi  individuals,  including  Al-Habobi,  the 
Chief  Executive  Officer  of  both  MCC  and  Matrix  Churchill,  Ltd.  The 


^    It  is  of  interest  that  the  first  of  the  Iraqi/BNL-Atlanta 
MTL  Agreements  was  executed  on  February  22,  1988. 

^         Notably,  the  meed  article  discussed  BNL  financing  only  in 
the  context  of  CCC  guarantees,  and  not  in  the  context  of  the  MTLs 
or  other  loans. 

^         A  few  days  later,  Clark  asked  DiVito  whether  he  had  known  or 
heard  about  the  article  from  employees  at  other  banks.   DiVito 
denied  knowing  anything  about  the  MEED  article,  noting  that  early 
in  1988,  BNL  was  in  the  midst  of  "great  retrenchment"  which  may 
have  resulted  in  BNL's  "cutting  itself  off  from  routine  exchanges 
with  officers  at  other  banks."   (Memorandum  from  Clark  to  Files, 
dated  February  5,  1991.) 
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Indictment  as  reworked  by  the  Fraud  Section  represented  a 
consideraible  organizational  improveaent,  but  I  find  nothing  to 
suggest  that  the  Fraud  Section's  redraft  was  intended  to  exert  any 
influence  on  the  USAO's  judgments  about  who  should  be  named. 

The  January  1991  Prosecution  Memorandum  reflected 
continued  consideration  of  MCC  and  MCL.  It  also  questioned,  as  had 
the  USAO,  the  eUsility  to  obtain  jurisdiction  over  the  two  Iraqi 
banks,  but  concluded,  as  had  the  USAO,  that  there  was  no 
insurmountable  "sovereign  immunity"  hurdle  to  pursuing  their 
Indictment.  (January  Pros.  Memorandum  at  55)  .  The  Prosecution 
Memorandum  also  considered  the  basis  on  which  defendants  might  rest 
a  defense  that  the  conduct  was  authorized.^  (January  Pros. 
Memorandum  at  59ff.)  Obviously,  however,  the  prospect  of  this 
defense  was  no  longer  an  obstacle  to  indictment  based  on  the  USAO 
prosecution  theory,  because  the  DOJ,  having  heard  the  Italian 
witnesses  before  the  Grand  Jxiry,  at  last  was  prepared  to  endorse  an 
Indictment  that  did  not  include  BHL. 
X.   The  yiaal  IndietmeBt 

The  days  immediately  prior  to  the  return  of  the  final 
Indictment  saw  a  fluid  list  of  defendants.  At  one  point,  according 
to  McKenzie,  Clark  proposed  preparation  of  a  draft  "global" 
Indictment  that  included  everyone  the  USAO  had  considered,  even 


"         The  defense  could  be  based  on:  (1)  BNL-Rome's  failure  to 
stop  the  scheme  upon  early  indications  of  "off-book"  loans  and 
borrowings;  (2)  the  Geneva  Agreement  between  BNL-Rome  and  Iraq 
(supporting  a  claim  of  prior  authorization);  and  (3)  BNL's 
failure  to  follow  up  on  the  xusecured  loans  Guadagnini  had 
detected. 
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those  against  whoa  there  was  insufficient  evidence  to  indict.  The 

list  grew  to  include  Wafai  Dajani  and  the  mimp,  but  they  were 

removed  as  defendants  a  few  days  later  at  a  February  13  meeting  of 

McKenrie,  Alexander,  Brill,  Clark,  Urgenson  and  Mueller.''  At  the 

February  13  meeting,  the  possibility  of  dropping  the  Central  BanJc 

of  Iraq  was  discussed  but  not  decided.   (Meaorandua  from  Brill  to 

File,  dated  February  14,  1991.)   It  is  important  to  remember  that 

by  now,  the  United  States  was  at  war  with  Iraq.   Brill  noted  that 

the  State  [>epartment  did  not  want  CBI  indicted,  while  the  USAO 

still  did. 

Mueller  subsequently  asked  the  Departments  of  Treasury, 

Defense  and  State,  Eximbank,  and  the  Federal  Reserve  for  their 

views  on  indicting  CBI  and  Rafidain  Bank.   They  responded  with  a 

joint  memorandum  supporting  Indictment  of  Rafidain,  but  opposing 

the  Indictment  of  CBI.'*   As  explained  in  their  memorandum: 

The  indictment  would  set  a  precedent  for 
the  assertion  by  foreign  states  of  criminal 
liability  on  the  part  of  the  USG  and  its 
agencies.  We  would  vigorously  assert 
sovereign  immunity  in  such  a  setting,  and 
would  not  agree  that  we  should  submit  to  the 
jurisdiction  of  a  foreign  criminal  court  in 
order  for  that  court  to  determine  whether  the 


^         Fiebelkom  and  New  were  dropped  because  they  had  negotiated 
plea  agreements  in  exchange  for  their  cooperation  with  the 
government's  investigation  and  prosecution.  New  pleaded  guilty 
on  March  6,  1991;  Fiebelkom  on  April  3,  1991. 

''^    Throughout  the  investigation,  the  prosecutors  had  treated 
CBI  and  Rafidain  Bank  in  a  virtually  identical  manner.  Since 
both  are  wholly-owned  by  Iraq,  they  were  both  considered  to  be 
"agencies  of  a  foreign  government,"  and  thus  "sovereign"  for 
purposes  of  international  lav.   (October  1990  Pros.  Memorandum  at 
118.) 
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us  agency's  actions  were  "comnercial".  We  do 
not  want  to  encourage  foreign  states  to 
address  complaints  regarding  allegedly 
criainal  action  by  US  agencies  through  their 
courts  rather  than  diplomatic  channels.  We 
would  not  be  able  to  confine  the  precedent  to 
the  facts  of  a  particular  case  —  in  fact,  the 
links  between  the  USG  and  the  Federal  Reserve 
System,  the  Export-Import  BanX,  and  several 
other  entities  for  which  we  would  assert 
sovereign  immunity  from  foreign  criminal 
jurisdiction  might  be  viewed  by  a  foreign 
court  as  weaker  than  the  link  between  most 
central  banJcs  and  their  states. 

Forfeiture  of  a  central  bank's  assets 
could  similarly  be  cited  as  a  precedent  by 
foreign  states  to  justify  an  attempt  to  attach 
or  seek  forfeiture  of  the  substantial  assets 
of  various  USG  agencies,  including  the  Federal 
Reserve  System  and  the  Department  of  Defense, 
located  outside  the  U.S. 

(Memorandum  from  Jeanne  Archibald,  General  Counsel,  Treasury 

Department;  Hart  Fessenden,  General  Counsel,  Export-Import  Bank;  J. 

Virgil  Mattingly  ("Mattingly") ,  General  Counsel,  Federal  Reserve 

System;   Terrence   O'Donnell,   General   Counsel   and   Director, 

Department  of  Defense;  emd    Edwin  D.  Willieunson,  Legal  Adviser, 

Department  of  State,  to  Mueller,  dated  February  25,  1991.) 

The  prospect  that  Indictment  of  CBI  could  invite 

retaliation  against  the  Federal  Reserve,  particularly  in  light  of 

the  onset  of  the  Persian  Gulf  War,  was  regarded  as  an  appropriate 

basis  on  which  to  drop  CBI.  Although  the  USAO  continued  to  believe 

that  CBI  should  be  Indicted  because  Its  conviction  would  permit 

forfeiture  of  substantial  assets.  It  was  precisely  this  possibility 

that  supported  the  position  of  the  other  Executive  Branch 

departments  and  agencies  that  CBI  should  not  be  Indicted.  This  w&s 
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the  only  decision  made  by  the  ixxr  as  to  who  should  be  included  in 
the  Indictment. 

J.    Oaiasiona  Froa  The  Indictaent 

On  February  28,  1991,  a  347-count  Indictment  was  returned 
against  the  following  defendants:  Drogoul,  Harden,  DeCarolis, 
Entrade,  Tezeller,  Taha,  Rasheed,  Ali,  Al-Habobi  and  Rafidain  Bank. 
The  Indictment  included  counts  of  conspiracy,  mail  fraud,  false 
statements,  obstruction  of  Congressional  proceedings,  money 
laundering,  tax  evasion,  crimes  relating  to  the  USDA,  Trading  with 
the  Enemy  Act  crimes  relating  to  Cuban  sugar,  tax  evasion  and 
counts  seeking  criminal  forfeiture.  The  final  Indictment  bore  no 
resemblance  whatsoever  to  the  initial  drafts  produced  in  October 
1989  and  January  1990.  It  was  substantially  organized  and  more 
comprehensive  and  included  Iraqi  defendants  as  well  as  Rafidain 
Bank.  It  was  the  product  of  extended  give  and  take,  and  some 
heated  exchanges,  between  the  USAO  and  the  DOJ  as  these  career 
prosecutors  sought  to  return  the  strongest  Indictment  possible. 

Some  have  criticized  the  prosecution  for  failing  to 
indict  Wafai  Dajani,  a  Jordanian  businessman  who  was  affiliated 
with  a  company  called  Aaaan  Resources.  Specifically,  allegations 
have  been  made  that  the  State  Department  interfered  with  the 
prosecution  because  of  Dajani 's  alleged  "close  ties"  to  Jordan's 
King  Hussein,  who  had  sided  with  Iraq  during  the  Gulf  War." 


"    It  is  clear  that  McKenzie  was  aware  of  Dajani 's  rumored 
"connections"  midway  into  the  investigation,  as  she  noted  in  the 
April  1990  Prosecution  Memorandum  that  "Drogoul  often  referred  to 
Dajani  as  being  very  powerful  because  he  was  'the  brother  of  the 
Prince  of  Jordan.'" 
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Dajani'»  company  kept  a  ship  in  the  Jordanian  port  of 
Aqaba  to  off-load  grain  from  ocean-going  vessels  and  package  it  for 
transportation  to  Iraq.  Oajani  and  Drogoul  first  met  in  1985  or 
1986,  when  they  were  introduced  by  the  Director  General  of  the 
Iraqi  Grain  Board  as  Iraq  was  negotiating  the  terms  and  conditions 
for  financing  certain  freight  under  the  USOA  CCC  Program.  (Ex.  16 
at  7) .  Drogoul  and  Dajani  began  to  establish  what  would  become  "an 
ongoing  relationship."  (Ex.  16  at  10).  In  early  February,  Clark 
and  the  USAO  decided  to  draft  a  "global"  Indictment  naming  almost 
everyone  they  previously  had  considered,  to  see  how  it  would  work. 
In  that  draft  the  USAO  included  Dajani,  although  the  USAO  did  not 
seriously  plan  to  indict  him,  at  least  not  in  the  first  phase  of 
the  prosecution.  Accordingly,  his  name  was  removed  at  a  meeting  a 
few  days  later. 

The  prosecutors  deny  all  allegations  of  State  Department 
interference,  and  assert  that  their  decision  not  to  indict  Dajani 
was  solely  their  otm.  USAO  and  DOJ  agree  that  at  the  time,  they 
had  insufficient  evidence  to  indict  him  on  a  "BNL  as  victim" 
theory.  (Sfifi  October  1990  Pros.  Memorandum;  January  1991  Pros. 
Memorandum.)  They  recognized  that  "it  was  very  clear  that  Dajani 
had  worked  assiduously  and  profited  enormously  as  a  middleman 
between  Drogoul  and  the  Iraqis,"  but  without  cooperation  from 
Drogoul  to  i^plicte  him,  lacked  proof  of  hia  complicity  in  a  fraud 
against  BNL.   Their  evidence  was  piecemeal  and  of  questionable 
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admissibility.'*   The  USAO  sought  to  interview  Dajani,  but  Dajani 
evaded  these  efforts. 

Until  August  1992,  Drogoul  refused  to  implicate  Dajani, 
firmly  maintaining  that  Dajani  had  no  knowledge  of  the  illegal 
transactions.  We  now  also  know,  as  the  USAO  and  DOJ  could  not  have 
kno%m  in  February  1991,  that  Dajani  had  offered  Drogoul  a 
consulting  position  through  which  Drogoul  was  paid  $100,000  in 
1990-91.  In  any  event,  Dajani  is  an  unindicted  co-conspirator  in 
the  action. 

As  I  noted  above,  the  USAO  prosecutors  also  had 
considered  indicting  Al-Habobi,  the  Chief  Executive  Officer  of  MCC 
and  MCL,  as  well  as  MCC  and  MCL  themselves.  In  early  February 
1991,  McKenzie  decided  that  the  proposed  Indictment  of  Al-H2U3obi 
was  more  significant  than  charging  either  MCC  or  MCL,  because 
(1)  MCC's  assets  had  been  frozen  by  the  Office  of  Foreign  Asset 
Control;  (2)  MCL  had  been  almost  completely  divested  of  its  Iraqi 
interests  by  a  British  agency;  and  (3)  the  new  owners  of  MCL  were 
non-Iraqi.  The  USAO  attorneys  concluded  that  there  was  no  reason 
or  law  enforcement  objective  to  be  obtained  by  proceeding  against 
either  MCC  or  MCL  because  no  additional  Iraqi  assets  could  be 
obtained  by  Indicting  either  entity.  This  represents  a  significant 
departure  from  USAO's  April,  1990  prosecution  theory  which 
envisioned  including  examination  of  MCC  in  the  investigation's 
second  phase.   Both  the  freezing  of  MCC's  assets  and  the  divesture 


'*    A  handful  of  telexes  purported  to  demonstrate  Dajani 's 
posture  as  a  go-between,  but  the  USAO  had  developed  no  meems  of 
proving  that  Dajani  sent  or  received  then. 
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of  HCL  occurred  after  the  April  1990  Prosecution  Menorandua  was 
written. 

In  addition  to  the  criticisa  lodged  against  the  USAO  for 
failing  to  indict  MCC,  it  also  has  been  alleged  that  the 
prosecution  destroyed  evidence  relevant  to  MCC."  I  have  found  no 
credible  evidence  of  prosecutorial  wrongdoing  in  the  fora  of  either 
the  destruction  of  evidence  or  in  the  decision  not  to  include  MCC 
as  a  defendant  in  the  Indictment.  Moreover,  since  investigations 
of  the  activities  of  MCC  and  MCL  are  still  in  progress,  the 
possibility  of  future  Indictments  cannot  be  excluded.  (Memorandum 
from  McKenzie  to  Brill,  dated  February  6,  1992.) 
X.   xnalvia  Of  The  Indictment 

Of  great  significance  is  that  the  Indictment  resulted 
from  a  careful  analysis  of  the  available  evidence  and  sworn 
testimony  of  numerous  witnesses  before  the  Grand  Jury.  The 
possible  role  of  BNL  officers  and  entities  above  Drogoul's  level 
was  amply  investigated  as  the  Grand  Jury  heard  from  present  and 
former  BNL  officers  and  employees  from  New  York,  Rome,  and 
elsewhere,  who  appeared  without  grants  of  immunity. 

Although  one  or  more  memoranda  indicate  that  as  early  as 
the  Spring  of  1990,  McKenzie  was  anticipating  the  return  of  an 
Indictment,  a  lapse  of  18  months  between  detection  of  the  scheme 
and  the  Indictment's  return  reflects  postponement  based  upon  sound 


"    There  also  has  been  some  public  confusion  about  the 
possibility  that  USAO  was  using  evidence  illegally  seized  from 
MCC  in  Cleveland.   In  fact,  USAO  had  issued  a  subpoena  for  the 
same  documents  and  obtained  them  legally,  but  with  some  delay. 
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professional  analysis,  a  major  factor  in  which  was  the  DOJ's 
skepticism  about  the  USAO's  treatment  of  BNL-Rome.  This  skepticism 
endured  up  until  the  time  that  the  various  BNL  officials  went  — 
one  by  one  —  before  the  Grand  Jury. 

Ironically,  it  has  been  suggested  in  certain  of  the  media 
that  it  was  the  DOJ,  perhaps  influenced  by  others  in  the  Executive 
Branch,  that  first  favored  casting  BNL  as  victim,  perhaps  for 
foreign  policy  or  diplomatic  reasons,  and  that  it  forced  its  view 
upon  the  USAO.  I  have  found  absolutely  no  support  for  these 
reports.  Indeed,  the  evidence  is  wholly-  to  the  contrary. 
L.    ghoul d  BNL  Have  Been  Indicted? 

At  the  outset  of  this  discussion,  I  must  confess  to  a 
preconception  I  held;  that  is,  that  a  scheme  so  involved,  and  so 
massive  in  both  amounts  and  number  of  transactions  and  persons  and 
institutions  involved,  could  not  have  escaped  the  attention  of 
BNL's  regional  or  Rome  management  and  that,  given  the  length  of 
time  it  lasted  (almost  four  years) ,  the  scheme  had  to  have  the 
express  or  implied  authorization,  or  tacit  acceptance,  of  Drogoul's 
superiors  in  New  York  and  Rome.^  Others,  of  course,  have 
manifested  the  same  belief,  reflected,  for  example,  in  comments  by 
many  that  Drogoul  and  his  fellow  players  at  BNL-Atlanta  could  not 
have  carried  out  the  scheme  by  themselves. 

X.   The  DSAO's  Analysis 

Documents  reflect  that,  within  a  few  months  of  the 


^    Indeed,  some  members  of  USAO's  Task  Force  originally  felt  as 
I  did.   fSee  Ex.  9  at  6.) 
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search,  the  USAO  believed  that  it  could  fraae  a  prosecution  theory 
that  BNL  was  a  victim  of  the  fraud  conunitted  by  Drogoul  and  others 
within  BNL-Atlanta  and  by  non-BNL  entities,  and  that  it  was  most 
unlikely  that  BNL  officials  in  New  York  or  Rome  had  known  of  or 
authorized  Drogoul 's  activities.  (See  Memorandum  from  McKenzie  to 
R.  Barr,  dated  October  31,  1989.)  The  USAO  never  discarded  this 
perception  of  BNL's  role.  In  fairness  to  that  office,  it  must  be 
said  that  in  the  many  interrogations  it  conducted,  not  only  of 
Orogoul,  but  of  others,  it  always  inquired  into  whether  BNL  in  New 
York,  Rome  or  elsewhere,  knew  of  Atlanta's  "off-book"  and  other 
concealed  activities.^ 

In  light  of  the  publicity  given  the  issue,  I  had  the  USAO 
submit  to  me  in  writing  the  reasons  for  its  decision  not  to  indict 
BNL  and  to  treat  it  as  a  victim.  Its  response  is  included  within 
its  Analysis,  (see  Ex.  14  at  34-72).  I  have  carefully  reviewed 
that  response.  It  is  consistent  with  everything  I  have  read  in  my 
review  of  the  files  of  the  DOJ  and  other  government  agencies,  and 
with  what  I  have  learned  in  the  numerous  depositions  and  interviews 
I  have  conducted. 

Supporting  the  contentions  of  the  USAO  are  the  many 
statements  made  by  Drogoul  prior  to  his  taking  the  stand  at  his 
sentencing  hearing,  after  having  retained  new  counsel  for  the 
fourth  time.  In  his  earliest  interviews  with  the  USAO,  Drogoul 
repeatedly  asserted  that  neither  the  New  York  office  of  BNL  nor  the 


^        As  I  have  described  in  detail  above,  I  can  state  without 
reservation  that  it  was  the  USAO  and  not  the  DOJ  that  first 
arrived  at  the  "BNL  is  a  victim"  theory  of  the  case. 
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Rome  office  authorized  his  "off-book"  loan  activities  with  Iraq, 
and  he  made  clear  that  he  was  responsible  for  the  concealing  of 
these  loans  from  his  superiors,  internal  and  external  auditors  and 
regulators.  (Memorandum  of  August  10,  1989  Drogoul  Interview; 
Memorandum  of  August  28,  1989  Drogoul  Interview.) 

In  hundreds  of  pages  of  debriefing  following  his  June 
1992  plea  agreement,  and  in  handwritten  and  typewritten  statements 
made  available  to  the  USAO  at  that  time,  including  his  typed 
statement  (Ex.  16) ,  Drogoul  never  once  pointed  to  an  official  at 
BNL-Rome  and  charged  that  anyone  had  knowledge  or  had  authorized 
the  wrongful  activities  in  Atlanta,  not  even  when  his  second 
counsel,  Williams  &  Connolly,  advised  him  not  to  withhold  such 
information  because  it  could  be  helpful  to  his  defense.  Indeed, 
not  until  his  sentencing  hearing,  after  he  retained  new  counsel, 
did  the  story  change. 

Some  excerpts  of  Drogoul 's  statements  follow; 

Drogoul  made  it  quite  clear  that  he  had  been 
responsible  for  the  hiding  of  these  loans  from 
the  main  office  and  from  the  regulators." 
(MemorandviB  of  August  10,  1989  Drogoul 
Interview. ) 

He  indicated  that  the  New  York  Office  of  BNL 
was  not  aware  of  his  activities,  nor  vns  the 
home  office  of  BNL  in  Rome  aware  of  his 
activities.  Further,  he  indicated  that  before 
August  4,  1989,  the  Central  Bank  of  Iraq  had 
no  knowledge  that  he  was  exceeding  his 
authority,  but  should  have  known  that  he  was 
exceeding  his  authority  after  this. 
(Memorandum  of  August  10-11,  1989  Drogoul 
Interview. ) 

At  no  time  did  Drogoul  ever  name  anyone  other 
than  his  officers  and  employees  at  BNL-Atlanta 
who  assisted,  participated  or  actually  knew  of 
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his  ^off  book'  and  othcrvls*  all«gttdly 
unauthorized  activity.  Throughout  his 
representation  by  Hillieuns  and  Connolly, 
Drogoul  always  maintained  that  no  one  anywhere 
authorized,  directed,  protected  or  encouraged 
his  ^off  book'  activity.  (Menorandiu  of  July 
29,  1992  Drogoul  Interview.) 

According  to  the  Atlanta  firm,  Drogoul  never 
provided  them  with  the  n«me  or  naumes  of  any 
person  or  persons  outside  BNL-Atlanta  who 
authorized,  assisted,  participated,  directed, 
protected,  encouraged  or  actually  knew  about 
his  activity  at  BKL-Atlanta  then  under 
criminal  investigation.  Both  law  firms  urged 
Drogoul  not  to  hold  back  such  information  if 
it  existed.  (Memorandum  of  July  29,  1992 
Drogoul  Interview.) 

I  think  I  can  say  straightforward  that  I  did 
not  have  formal  approval  from  the  Bank  in 
Rome.  .  .  .  (June  2,  1992  Plea  Transcript, 
testimony  of  Drogoul,  attached  hereto  as  Ex. 
21  at  60.) 

First  of  all,  I  don't  want  to  give  you  the 
impression  that  I  spoke  to  a  person  in  Rome 
and  said,  *This  is  what  I  am  doing.  A,  B,  C, 
D,  E,  F,  G.  Do  you  approve?'  That  never 
happened.  There  were  discussions,  many 
discussions  with  people,  various  people  at 
different  levels  in  Rome  about  my  activities 
in  general,  but  nothing  in  particular.  (Ex. 
21  at  64.) 

The  Covirt:  Was  anybody  at  the  home  office  of 
BKL  aware  of  your  off-book  set-up? 

Mr.  Drogoul;  I  would  have  to  say  they  were 
aware  —  not  specifically,  no,  yoiir  Honor,  but 
I  would  say  they  were  aware  we  were  doing 
business  in  excess  of  the  authorized  limits. 
(Ex.  21  at  85.) 

Drogoul  never  told  anyone  outside  BNL-Atlanta 
the  nature  and  extent  of  his  ^off  book, ' 
unauthorized  funding.  (Memorandum  of  June  19, 
1992  Drogoul  Interview.) 

Drogoul  advised  he  did  not  tell  anyone  with 
BNL-Rome  about  the  ^off  book'  transactions  or 
about   the   other   unauthorized   loans. 
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(Memorandum  of  June  23,  1992  Drogoul 
Interview. ) 

Drogoul  said  DeCarolis  never  told  Rome  2tbout 
the  *off  book'  transactions  and  the  overline 
situation.  .  .  .  Drogoul  stated  Decarolis 
never  told  Rome  about  the  overline  ^off  book' 
eunounts  with  Iraqi  transactions  and,  in  fact, 
repeatedly  mislead  rome  regarding  BNL- 
Atlanta's  unauthorized  Iraqi  exposure. 
(Memorandum  of  June  29,  1992  Drogoul 
Interview. ) 

Drogoul  advised  he  never  talked  to  the  BNL  rep 
about  the  *  off -book'  operation  at  BNL-Atlanta 
because  it  was  out  of  the  question. 
(Memorandum  of  July  6,  1992  Drogoul 
Interview. ) 

Drogoul  advised  he  did  not  tell  anyone  in  the 
BNL  organization  2ibout  the  off-book  operation, 
slush  funds,  concealed  falsely  booked 
transactions,  CCC  umbrella  agreements,  nor 
MTLs.  Drogoul  advised  he  did  mislead  and  lie 
about  the  existence  of  the  off-book 
operations,  slush  funds,  concealed  falsely 
booked  transactions,  losses,  CCC  umbrella 
agreements  and  MTLs  to  Monaco,  Guadagnini, 
Sardelli,  Messere  and  his  staff,  Russello, 
Campagniolo,  BNL- London,  BNL- Los  Angeles, 
Laverone  and  Lombardi  concerning  the  audit 
report  reply.  (Memorandum  of  July  6,  1992 
Drogoul  Interview.) 

Drogoul  advised  many  individuals  in  BNL  knew  a 
little  something  about  Atlanta's  business 
operations,  however,  they  did  not  sit  down  as 
a  group  and  put  all  of  the  pieces  together  to 
make  any  sense  out  of  it  or  learn  %rhat  Atlanta 
was  doing.  He  does  not  believe  anyone  would 
have  figured  out  that  BNL-Atlanta  had  an  ^off 
book'  graybook  operation  ....  (Memorandum 
of  July  9,  1992  Drogoul  Interview.) 

Drogoul  advised  that  although  the  press  and 
media  say  that  officials  in  BNL-Rome  had  to 
have  known  eibout  his  grey  book  or  ^off  book' 
operation,  he  had  no  conversation  with  any  BNL 
official  about  the  grey  book.  He  stated  that 
he  never  told  anyone  in  the  press  or  media 
that  a  BNL-Rome  official  was  told  about  the 
grey  book.   Only  personnel  on  his  staff  were 
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told  about  the  gr«y  book  and  th«r«  was  no 
raason  to  discuss  it  with  anyon*  such  as 
custoners,  because  it  would  botch  things  up 
and  get  -then  caught.  (Meaorandua  of  July  13, 
1992  Drogoul  Interview.) 

He  stated  that  the  reason  most  people  did  not 
understand  how  $4.5  billion  could  be  concealed 
was  because  no  one  ever  saw  the  entire 
concealaent.  When  he  received  questions  about 
a  particular  overline  or  *off  book'  situation 
he  would  offer  a  reasonable  explanation. 
(MeaoranduB  of  July  13,  1992  Drogoul 
Interview. ) 

However  Drogoul  did  not  know  what,  if 
anything,  anyone  in  top  management  knew  about 
their  ^off  book'  operation."  (Memorandum  of 
August  18,  1992  Drogoul  Interview.) 

In  addition,  BNL-Rome  would  hardly  have  authorized 
Drogoul  at  BNL-Atlanta  to  lend  money  to  the  Iraqis  so  that  the 
Iraqis  could  use  it  to  cash-collateralize  letters  of  credit  at  BNL- 
Rome,  which  was  done  on  more  than  one  occasion.  (Ex.  13  at  24-25.) 
Drogoul  would  borrow  from  the  money  brokers  and  pay  interest  to 
them  on  the  funds  he  was  lending  to  the  Iraqis.  These  funds  would 
then  go  through  the  Morgan  Guaranty  clearing  account  of  BNL-Atlanta 
to  Iraqi  accounts  in  one  of  four  banks  in  New  York.  Prom  there  it 
would  be  wired  overseas  and  further  disbursed  until  it  finally  came 
together  as  cash  collateral  that  the  Iraqis  would  post  with  BNL- 
Rome.  BNL-Rome,  of  course,  had  to  pay  the  Iraqis  interest  on  this 
deposit  —  i.e. .  interest  on  its  own  funds.  Surely  BNL-Rome  would 
not  have  authorized  this.* 


"    Nor  can  it  be  said  that  BNL-Rome  would  have  authorized  the 
Entrade  transactions,  where  bribes  in  excess  of  $2  million  were 
paid  for  Drogoul *s  benefit,  including  $290,000  paid  to  Von  Hedel. 
Drogoul,  at  his  sentenclitg  hearing,  admitted  only  a  portion  of 

(continued. . .) 
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Further  support  for  the  USAO  prosecution  theory  is  found 
in  Drogoul's  statements  that  prior  to  extending  new  loans,  he 
sought  to  have  the  early  Iraqi  loans  repaid.  It  appears  that 
Orogoul  tried  —  unsuccessfully  —  to  extricate  himself  fron 
mounting  Iraqi  pressure  to  lend  even  larger  sums  of  money.  He 
indicated  that  he  was  reluctant  to  sign  the  third  MTL  and  told  Taha 
and  Ali  that  he  "had  already  done  a  lot.  Tziha  said  he  understood 
(being  a  banker),  but  Ali  kept  pushing  hard."  (Minutes  of  Meeting 
at  BNL-Atlanta,  dated  August  21,  1989.)  Drogoul  feared,  however, 
that  if  he  ceased  lending  money,  the  Iraqis  would  halt  payments  on 
the  money  they  already  had  borrowed.  Had  Rome  known  atbout  or 
authorized  the  loans,  Drogoul  would  have  been  less  fearful  of  the 
consequences  of  Iraqi  nonpayment. 

Moreover,  the  sheer  magnitude  of  the  fraud  is  consistent 
with  the  USAO's  theory  that  Orogoul  lacked  authority  for  the  loans. 
The  sums  were  so  enormous  (and  the  terms  to  BNL-Atlanta  so 
unfavorable)  that  it  is  doubtful  that  any  prudent  bank  would  have 
willingly  and  deliberately  exposed  itself  to  so  much  risk.'^ 
There  also  was  evidence  that  BNL-Rome  lacked  the  capability  to 
monitor  its  worldwide  borrowing  position,  which  suggests  that  the 
loans  could  have  escaped  Rome's  attention.    (Memorandum  from 


*"(..  .continued) 

this.   When  he  was  debriefed  in  August  1989  Drogoul  did  not 
disclose  he  had  been  bribed  at  all.   He  did  point  the  finger  at 
Von  Wedel,  however.   fSee  e.g.  Ex.  19.) 

'^    Although  the  CCC  loans  were  guaranteed,  between  February  22, 
1988  and  April  1989,  Drogoul  committed  BNL  to  uncollaterized 
loans  to  the  Iraqis  in  excess  of  $2  billion. 

81 


424 


Fttdaral  R«B«rv«  Exanin«r  Madeline  Marsden  ("Marsden")  to  Kelley, 
dated  September  25,    1989.) 

Drogoul  also  engaged  in  undeniable  acts  of  concealnent.*' 
Orogoul,  recognizing  that  he  had  to  give  some  explanation  for  these 
acts  of  concealment,  testified  at  his  Sentencing  Hearing  that  he 
did  this  to  deceive  Luigi  Sardelli  ("Sardelli") ,  vho  was  at  one 
point  BNL's  Regional  Manager  in  New  York.  (Testimony  of  Drogoul, 
dated  September  30,  1992,  at  1752-53.)  The  fact  is,  however,  that 
acts  of  concealment,  such  as  the  "skipping"  of  loans,  began  well 
before  Sardelli  came  on  the  scene.  They  began  in  1985,  %rhen  Renato 
Guadagnini  was  the  Regional  Manager  in  New  York.  Sardelli  did  not 
become  Regional  Manager  until  the  early  part  of  1987,  where  he 
remained  until  approximately  the  end  of  1988.  These  acts  of 
concealment,  and  the  voluminous  number  of  fictitious  telexes, 
letters  and  other  falsified  documents  seized  during  the  August  1989 
search,  demonstrate  that  Drogoul  went  to  tremendous  lengths  to  hide 
the  true  nature  of  his  activities  from  anyone  within  BNL  %rho  was 
not  affiliated  with  the  Atlanta  office  and  from  any  auditors  or 
regulatory  agencies. 

The  nSAO  also  had  available  to  it,  prior  to  preparation 
of  the  final  Indictment,  the  results  of  audits  and  examinations  at 
BNL- Atlanta.  As  established  by  the  records,  and  presented  at  tha 
sentencing  hearing  in  the  testimony  of  Wade  as  Chart  27  (Ex.  22), 
there  was  an  audit  by  Peat  Marwlck  on  December  31,  1985,  the  report 


"        These  are  summarized  In  the  USAO  Analysis  (Ex.  14  at  20-29) 
and  Hade  Overview.   (Ex.  13,  at  10-17,  23-24.) 
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of  which  issued  on  February  21,  1986.  In  1986,  there  were  also 
audits  by  BNL's  internal  auditors,  the  U.S.  General  Accounting 
Office,  the  State  of  Georgia  (along  with  the  Federal  Reserve)  and 
again.  Peat  Narwick.  In  1987  there  was  an  exaaination  report  by 
the  Federal  Reserve  on  January  26,  and  additional  audits  by  the  BNL 
internal  auditors,  Peat  Marwick,  the  State  of  Georgia,  the  General 
Accounting  Office,  the  State  of  Georgia  again  (accoapanied  by  the 
Federal  Reserve) ,  and  Peat  Marwick. 

On  March  4,  1988,  Peat  Narwick  issued  its  audit  report 
based  upon  the  examination  coamenced  on  Deceober  22,  1987.  In 
1988,  there  were  also  audits  by  the  State  of  Georgia  (accompanied 
by  the  Federal  Reserve) ,  the  General  Accounting  Office  and  the  BNL 
internal  auditors  (whose  audit  report  issued  on  December  22,  1988). 

On  February  6,  1989,  Peat  Marwick  began  another  audit, 
and  issued  its  report  on  March  10,  1989.  In  1989,  the  General 
Accounting  Office,  the  State  of  Georgia  (accompanied  by  the  Federal 
Reserve) ,  and  the  BNL  internal  auditor  began  audits.  The  BNL 
internal  audit  report  issued  on  July  26,  1989,  approximately  one 
week  before  the  August  4  search  was  conducted,  and  even  «mile  the 
BNL-Atlanta  informants  were  talking  to  the  USAO. 

While  some  of  the  BNL  internal  audit  reports  showed 
certain  irregularities  in  BNL-Atlanta 's  records,  none  of  these 
audits,  or  any  others,  led  any  of  the  auditors  to  suspect  the  "off- 
book"  activities  or  other  unauthorized  activities  of  BNL-Atlanta. 

Certain  of  the  fellow  employees  of  Drogoul,  at  least  up 
until  the  Drogoul  sentencing  hearing,  pleaded  guilty  in  this 
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■att^r."  Particularly  aignif leant  la  Von  Hadal's  tMtlaony  on 
March  7,  1991.  Ther«,  Von  Wedel  indicated  that  the  loans  were 
unauthorized  by  BNL-Roae.  At  the  plea  hearing,  the  Court  carefully 
conducted  a  Fed.R.Cria.P.  11  exasinatlon,  and  then  called  upon 
McKenzie  to  state  what  "the  govemaent's  evidence"  would  show. 
(Transcript  of  Von  Wedel,  dated  March  7,  1991  at  19,  attached 
hereto  as  Exhibit  23.) 

McKenzie  presented  in  great  detail  what  the  Govemaent's 
case  would  be  at  trial,  were  the  case  to  be  tried  against  Von 
Hedel.  She  listed  the  wrongful  extensions  of  credit  in  which  Von 
Wedel  had  participated,  including  the  CCC  guaranteed  credits  to 
finance  the  purchase  of  agricultural  coaaodities  to  be  exported  to 
Iraq.  The  total  of  those  "were  not  authorized  by  BNL-Roae"  was 
$1.89  billion.  (Id.  at  19.)  Von  wedel  also  signed  (with  Drogoul) 
the  first  two  of  the  unsecured  MTL  agraeaents  with  Iraq,  one  for 
$200  aillion  in  February  1988,  and  another  for  $300  aillion  in 
October  1988.  It  was  at  this  point,  McKenzie  noted,  that  Von  Wedel 
refused  to  go  any  further  because  he  found  out  that  Atlanta  had 
"far  exceeded  its  authority  froa  BNL-Roae. ••  (Id.  at  20.) 

The  Court  then  addressed  Von  Wedel,  first  asking  hia 
trhether  the  recitation  by  McKenzie  was  "substantially  correct." 
Von  Wedel  responded,  "I  have  no  problea  with  that  stateaent.  Your 


°    Since  the  sentencing  hearing,  Fiebelkom  has  indicated  that 
he  aay  want  to  withdraw  his  plea,  but  I  have  not  been  advised 
that  he  has  filed  such  a  aotion  yet.  The  others  who  have  pleaded 
guilty  have  not  indicated  that  they  intend  to  withdraw  their 
pleas. 
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Honor."   (Id.  at  23.) 

The  Court  then  asked,  "Well,  did  you  recognize  that 
i^pauthorized  [CCC]  credit  agreements  were  being  entered  into  with 
the  Iraqi  government?"  (Emphasis  supplied.)  Von  Wedel  answered 
"Yes,  Your  Honor."  (Id-  at  24.) 

The  Court  then  asked  whether  Von  Wedel  was  a  party  to  the 
$200  million  and  $300  million  MTL  loans,  and  Von  Wedel  stated  that 
he  was.  The  Court  addressed  the  Entrade  transaction,  in  which 
Entrade  had  made  substantial  payments  to  Von  Wedel.  McKenzie  broke 
in  and  asked,  "Did  you  give  them  [Entrade]  unauthorized  funding 
from  BNL-Atlanta"?  and   Von  Wedel  answered,  "Yes."  (Id.  at  25-26.) 

The  Court  then  said,  "Didn't  you  recognize  during  this 
period  when  these  types  of  procedures  were  taking  place, 
unauthorized  credit  agreements  were  being  executed,  that  some  day 
there  would  be  a  day  of  reckoning"?  (Emphasis  supplied) .  Again 
Von  Wedel  responded,  "Yes,  Your  Honor."  (Id.  at  26.) 

The  Court  again  asked,  "Did  you  recognize  that  these 
credit  agreements  with  the  Iraqi  government  were  unauthorized"? 
(Emphasis  supplied) .  Von  Wedel  responded,  "Yes,  Your  Honor,  I 
did."  fid. .  at  27.)  The  Court  repeated,  "And  did  you  recognize 
that  these  unsecured  loans  that  were  being  made  to  Iraq  were  not 
authorized"?  (Emphasis  supplied) .  Von  Wedel  answered,  "Yes,  Your 
Honor.  That  is  why  I,  at  mid-stream,  I  stopped  doing  all  activity 
with  Iraq."  (Id.  at  23-27.) 

Although  some  of  the  testimony  I  have  recited  above 
represents  statements  made  following  the  return  of  the  Indictaent 
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on  Fsbruary  28,  1992,  th«  vast  bulk  of  th«  «vid«nce  I  hav*  reviewed 
is  consistent  with  the  USAO  prosecution  theory.  More  particularly, 
I  find  that  the  evidence  collected  and  developed  by  the  USAO  and 
Task  Force  by  February  1991  provided  an  insufficient  basis  on  which 
to  seek  indictment  of  BNL.  Indeed,  it  was  this  very  issue  that  was 
thrashed  out  in  strenuous  negotiation  between  the  USAO  and  DOJ, 
even  though  Clark  apparently  was  not  persuaded  to  the  USAO's  view 
until  he  at  in  the  Grand  Jury  roon. 

2.   coapetlng  Considerations 

On  the  other  hand,  there  are  nany  troubling  details  in 
the  materials  developed  both  before  and  after  the  Indictment  that 
cannot  be  squared  with  the  prosecution  theory.  The  fact  that 
Orogoul  has  withdrawn  his  guilty  plea  and  now  contends  that  BNL 
knew  of  his  unauthorized  activities  requires  that  those  details  be 
given  a  fresh  look,  even  though  some  of  them  already  have  been 
investigated .  ** 

For  example,  the  details  of  the  BNL  internal  audits  of 
BNL-Atlanta  present  a  series  of  curious  coincidences.  According  to 
the  Italian  Parliamentary  Report  (Ex.  20) ,  the  first  internal  audit 
of  BNL-Atlanta  was  conducted  in  June,  1986,  by  Vito  Cannito 
("Cannito") .  Cannito 's  report,  which  indicated  that  Iraqi  loans 
sharply  exceeded  authorized  limits,  %ras  submitted  to  Guadagnini 
eight  months  after  the  audit.  Apparently  it  did  not  surface  in 
Rome  until  three  years  later,  after  Aug\ist  4,  1989.   The  Italian 


^        Although  Drogoul  had  long  pointed  to  winks,  glances  and 
knowing  smiles  from  BNL  officials,  he  never  provided  any 
specifics  and,  accordingly,  I  have  discounted  those  statements. 
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Parlianentaxy  Report  asserts  that  after  Cannlto's  proaotlon  within 
BNL,  he  warned  Drogoul  of  upcoming  internal  inspections. 

Cannito's  successor,  Louis  Messere  ("Messere")  ,  conducted 
an  audit  of  BNL-Atlanta  in  September,  1988.  Messere 's  1988  audit 
report,  which  issued  December  22,  1988,  failed  to  mention  BNL- 
Atlanta  's  account  at  Morgan  Guaranty  Trust  Company  or  any  of 
Atlanta's  agreements  with  Iraq.  In  December,  1988,  by  Sardelli, 
Guadagnini's  successor,  forwarded  a  copy  of  the  Messere  audit 
report  to  Rome,  but  this  too  was  misplaced  or  diverted.  In 
addition,  Sardelli  wrote  a  letter  criticizing  Drogoul  and  sent  it 
to  Rome  with  Constantini  ("Constantini") ,  a  travelling  inspector 
for  BNL.  The  letter  was  never  delivered.  (January  1991  Pros. 
Memorandum  at  46.) 

After  Messere 's  1988  audit,  Sardelli  apparently 
admonished  Drogoul  about  Atlanta's  poor  booUceeping  and 
organizational  controls.  Drogoul  evaded  Sardelli 's  questions, 
noting  that  BNL-Atlanta  was  by  far  the  most  profitable  of  the  North 
American  branches,  and  Sardelli  apparently  dropped  his  accusations. 

It  is  also  possible  that  the  DOJ  or  the  Taslc  Force  did 
not  realize  from  their  review  of  the  reconstructed  documents  that 
as  a  result  of  the  "sJcipping"  of  loans  on  the  last  day  of  the 
month,  BNL-New  York  (and  Guadagnini)  must  have  been  on  notice  of 
the  irregularities  in  Atlanta.  BNL-New  Yorlc  received  computer 
reports  reflecting  BNL-Atlanta ' s  loan  balances  on  three  different 
days  of  the  month.  The  reports  on  the  last  day  of  the  month,  *rtiich 
were  sent  to  Roim,  did  not  reveal  the  skipp^i  loans,  but  the  other 
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reports  did  disclose  the  true  exposure.  BNL-New  York  may  have 
noticed  the  discrepancies,  because  it  apparently  asked  BNL-Atlanta, 
on  different  occasions,  to  explain  why  Atlanta  always  "lost"  assets 
at  the  end  of  the  month.  (Ex.  16  at  49,  106,  109.)  By  1987, 
Atlanta  was  losing  approximately  $400  million  at  the  end  of  each 
month.   fid. ) 

Drogoul's  revisionist  position  that  certain  persons 
within  BNL  should  have  known  about  the  Atlanta  scheme  is  not 
without  support  from  Drogoul's  associates  in  Atlanta.  Ivey 
apparently  claimed  that  Messere  (the  BNL  auditor)  must  have  kno%m 
about  the  scheme,  as  well  as  Teodoro  Monaco  ("Monaco") ,  who  had 
bumped  into  Drogoul  in  Baghdad.  (Minutes  of  October  18,  1989 
meeting  with  Ivey  and  Luciani  Silvestri,  Counsel  for  BNL-Rome.) 

Among  the  many  singular  transactions  in  which  Drogoul 
engaged  are  the  Danieli  transactions,  which  are  noteworthy  because 
they  lend  themselves  to  two  conflicting  interpretations:  on  the  one 
hand,  that  Monaco,  a  mid-level  manager,  suspected  that  some  sort  of 
unauthorized  activity  was  taking  place;  and  on  the  other  hand,  that 
BNL  paid  interest  on  its  o%m  fxinds,  thereby  suggesting  that 
officials  at  Rome  would  never  have  authorized  Drogoul's 
activities." 

The  details  of  the  transactions  are  complicated  (and 
Monaco  and  Drogoul  often  contradict  each  other  in  their  accounts  of 


"^    These  interpretations  may  be  reconciled  If  certain 
individuals  at  BNL-Rome  had  general  knowledge  about  Drogoul's      / 
activities,  but  no  specific  Information  regarding  the  details  of 
the  scheme. 
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what  occurred),  but  they  generally  aay  be  explained  as  follows: 
sometine  in  1989,  the  Danieli  fim  signed  two  contracts  with  the 
Iraqis  for  the  manufacture  of  a  steel  manufacturing  facility. 
Although  Danieli  was  a  longstanding  client  of  the  Udine  branch, 
Monaco  decided  to  direct  the  transaction  to  the  Atlanta  branch, 
purportedly  because  of  Atlanta's  CCC  connections  and  familiarity 
with  Iraq."*  BNL  understood  that  the  first  contract  would  consist 
of  an  Iraqi  cash  advance  payment  for  10  percent  of  the  contract 
amount,  and  the  remaining  90  percent  was  to  be  a  letter  of  credit 
fully  collateralized  by  a  corresponding  amount  of  Iraqi  cash  on 
deposit  with  the  bank.*'  In  due  time,  BNL-Atlanta  received  from 
the  Central  Bank  of  Iraq  two  letters  of  credit  totalling  $80 
million,  a  substantial  sum  by  BNL-Atlanta  standards. 

According  to  Monaco,  Drogoul  was  told  that  the  letters  of 
credit  had  to  be  guaranteed  by  cash  collateral,  pursuant  to  BNL 
policy.  He  also  instructed  Drogoul  to  prepare  a  telex  in  order  to 
formalize  the  request  to  the  head  office.  Drogoul  did  not  comply 
with  either  of  these  directives.  Monaco  attested  that  although  he 
knew  that  Drogoul  did  not  file  a  formal  request  for  authorization, 
Drogoul  led  him  to  believe  that  BNL-Atlanta  had  received  the  cash 


^    Although  Monaco  could  have  selected  the  London  branch  of 
BNL,  he  did  not  do  so  because  Iraq  recently  had  deposited  funds 
in  London  to  fully  collateralize  a  few  transactions.  These 
deposits  apparently  were  designed  to  convince  Monaco  that  Iraq 
wanted  to  re-establish  a  relationship  with  BNL  (trhich  is  what 
Drogoul  told  Monaco  irtien  he  ram  into  him  in  Baghdad) . 

"'     The  second  contract  was  similar  to  the  first,  except  that 
only  5  percent  has  to  be  collateralized  by  the  Iraqis  and  the 
remaining  85  percent  has  to  be  fully  guaranteed  by  the  Italian 
government  through  SACE. 
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collataral  r«quir«d  for  the  guaranta*  and  ha  thus  thought  tha 
transaction  was  riak-frea.  (Ex.  16  at  115.)  Howavar,  Drogoul 
statad  that  Monaco  knaw  that  BNL-Atlanta  hald  inauf f iciant  cash  to 
issua  tha  lattars  of  cradit.  Drogoul  lapliad  that  Monaco  vantad 
tha  daal  to  go  through  bacausa  it  waa  so  vary  lucrative  and  Daniali 
was  an  iaportant  cuatomar  of  Padda. 

In  thasa  tranaactiona,  Drogoul  borrowed  fro«  the  noney 
brokers  and  paid  interest  on  the  aoney  he  waa  lending  to  the 
Iraqis.  This  aoney  would  then  go  through  the  Morgan  Guaranty 
clearing  account  of  BNL-Atlanta  to  Iraqi  accounta  in  one  of  four 
banks  in  Mew  York.  Prom  there  it  would  go  overseas  and  be  further 
disbursed  until  finally  coming  together  as  the  cash  collateral  that 
the  Iraqis  posted  with  BML.  Thus,  BNL  paid  the  Iraqis  interest  on 
the  deposit,  in  other  words,  interest  on  its  own  money.  It  is 
difficult  to  fathom  why  BNL  would  have  voluntarily  and  deliberately 
engaged  in  this  scheme. 
M.   conelnsion 

My  review  of  the  evidence  available  to  the  USAO  at  the 
time  of  the  Indictment  convinces  me  that  the  prosecutors'  decision 
to  pursue  a  prosecution  theory  in  %fhich  BNL-Rome  was  a  "victim"  was 
entirely  proper.  They  lacked  auff iciant  evidence  on  which  to  base 
an  Indictment  of  BML  or  BNL  individuals,  and  at  the  time  of  the 
Indictment  the  evidence  in  support  of  their  theory  waa 
overwhelming.  Although  some  have  suggested  that  BML's  early 
cooperation  with  the  USAO  was  so  seductive  that  the  prosecutors 
failed  to  give  adequate  consideration  to  other  possibilities,  my 

90 


433 


review  convinces  ae  that  this  was  not  so. 

The  negotiations  and  discussions  between  the  DOJ  and  the 
USAO  were  extensive,  and  the  decisions  leading  to  the  Indictnent 
were  not  comoitted  to  lightly.  But  they  were  not  colored  by 
political  or  other  i^roper  aotives.  In  any  event,  these  types  of 
spirited  negotiations  should  not  be  captured  by  criainal 
provisions,  and  are  not  captured  by  those  I  have  considered  fsee 
Section  X,  infra.)  "within  the  jurisdiction  of  any  department  or 
agency  of  the  United  States."  Even  if  they  were  applicable,  the 
evidence  I  reviewed  is  clear  and  convincing  that  no  one  acted  with 
corrupt  or  improper  motive. 

▼Z.   THE  yOREiaW  POLICY  OF  THE  DMICTD  BTATES  -  DID  IT  %mCT   m 

aovEMomiT'a  rnvgaTioATioM  amp  PBoaBCOTioM  oy  the  bml  mxttem 

It  is  important  to  understand  that  the  criticism  by 
Representative  Henry  B.  Gonzalez,  Chairman,  Committee  on  Banking, 
Finance  and  Urban  Affairs  of  the  House  of  Representatives 
("Gonzalez  Committee")  of  the  investigation  and  prosecution  of  the 
BKL  matter  derives  from  criticism  of  the  Reagam  and  Bush 
Administrations'  foreign  policy  toward  Iraq  during  the  1980s.  The 
structure  of  Representative  Gonzalez'  reasoning  is  this:  that  BML- 
Atlanta  financing  of  Iraq  and  certain  of  its  institutions  advanced 
U.S.  foreign  policy  goals;  that  U.S.  foreign  policy  failed  because 
the  U.S.  was  exploited  by  Iraq  to  strengthen  the  Iraqi  military 
potential  but  failed  to  influence  Iraq's  behavior  in  favor  of  the 
U.S.;  and  that,  to  avoid  p\iblic  exposure  of  the  failure  of  that 
policy,  and  to  refrain  from  embarrassing  the  Government  of  Italy, 
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which  owns  BNL,  the  Bush  Administration  engaged  in  a  "coverup"  that 
was  implemented  by  corrupting  the  IXJJ  and  USAO  in  their  prosecution 
of  BNL  in  Atlanta. 

A.   The  United  States'  Torelgn  Poller  Toward  Iraq 

In  1979,  in  the  face  of  evidence  that  Iraq  was  providing 
aid  to  Abu  Nidal  and  other  terrorist  organizations,  the  Carter 
Administration  added  Iraq  to  the  list  of  nations  supporting 
terrorism.  Under  the  then  prevailing  export  controls,  this 
designation  prohibited  Iraq  from  purchasing  many  U.S.  goods, 
including  civilian  aircraft  and  military  equipment.  (137  CONG. 
R£C.  H846-847  (daily  ed.  February  4,  1991)  (statement  of  Rep. 
Gonzalez) .) 

The  Iranian  revolution,  the  hostage  crisis,  and  the 
inception  of  the  Iran-Iraq  war  in  1980,  however,  drastically 
changed  the  Middle  East  political  landscape  as  perceived  by  this 
Nation.  In  1981,  President  Reagan's  Administration  reevaluated  our 
foreign  policy  toward  Iraq  as  it  considered  strategies  available 
for  countering  Iran's  power  amd  halting  the  spread  of  Islamic 
fundamentalism.   Gradually,  we  adopted  a  policy  of  aiding  Iraq. 

In  February  1983,  the  Reagan  Administration  removed  Iraq 
from  the  list  of  countries  supporting  terrorism,  thereby  lifting 
the  export  restrictions  established  four  years  earlier.  Iraq  was 
offered  economic  and  political  incentives,  including  export  credit 
guarantees  supplied  by  the  USDA  CCC  program  and  loans  through  the 
Eximbank.  In  January  1984,  a  State  Department  memorandum 
recommended  easing  restrictions  on  certain  "less  sensitive  exports'* 
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to  Iraq,  such  as  heavy  truc]cs,  which  "probably  [have]  a  negligible 
effect  on  Iraq's  ailitary  capabilities."  This  recomnendation  was 
approved.  (MeDorandun  from  David  T.  Schneider  (NEA)  and  Jonathan 
Howe  (NSC)  to  the  Secretary  of  State,  dated  January  30,  1984.)  In 
that  same  year,  1984,  the  U.S.  extended  full  diplomatic  recognition 
to  Iraq  after  a  lapse  of  17  years.  (137  CONG.  REC.  H846-847  (daily 
ed.  February  4,  1991)  (statement  of  Rep.  Gonzalez).) 

This  policy  shift  in  favor  of  Iraq  was  controversial, 
given  Iraq's  poor  human  rights  record  and  its  aggressive  prograui  to 
expand  its  military  capabilities.  It  has  been  reported  that 
between  1983  and  1985,  Iraq  began  a  missiles  program,  used  chemical 
weapons  against  both  military  and  civilian  populations,  and  entered 
into  a  nuclear  cooperation  agreement  with  Egypt  and  Pakistan.  In 
1986,  while  the  State  Department  still  harbored  concerns  about 
Iraqi  terrorist  activities,  it  appears  that  the  Department  was 
satisfied  that  Iraq  had  made  substantial  progress  in  curtailing 
terrorist  involvement.  (Memorandum  from  Frank  McNeil  (INR)  to  the 
Secretary  of  State,  dated  July  1,  1986.)  Iraq  was  viewed  as 
offering  unique  foreign  policy  opportunities  to  the  United  States, 
particularly  as  that  foreign  policy  sought  to  contain  the  Iramian 
influence  in  that  part  of  the  world. 

In  February  1986,  the  United  States  contemplated 
licensing  high  technology  exports  to  Iraq,  but  refused  to  directly 
supply  U.S.  military  technology  to  Iraq,  given  the  official  U.S. 
position  of  neutrality  in  the  Iran-Iraq  war.  (Cable  from  U.S. 
Embassy  in  Baghdad  to  the  Secretary  of  State,  dated  February  12, 
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1986.)   Nevertheless,  between  1985  and  1990,  the  Reagan  and  Bush 

Administrations  approved  hundreds  of  export  licenses  for  Iraq. 

(137  CONG.  REC.  H6697-6698  (daily  ed.  July  27,  1992)  (statenent  of 

Rep.  Gonzalez).)   It  is  said  that  many  of  these  licenses  were  for 

"dual  use"  items,  such  as  heavy  trucks  and  computers,  susceptible 

to  both  civilian  and  military  applications.   (Stanley  Cloud,  Lone 

Wolf  or  a  Pack  of  Lies?.  Time,  Oct.  26,  1992,  at  40.) 

After  the  Iran-Iraq  cease  fire  in  1988,  President  Bush 

adopted  the  approach  taken  by  the  Reagan  Administration  and 

continued  to  offer  Iraq  incentives  to  join  the  "family  of  nations." 

On  October  2,   1989,  President  Bush  signed  National  Security 

Directive  26  ("NSD-26")   in  an  effort  to  foster  economic  and 

political  t^es  with  Iraq.    I  have  obtained  from  the  NSC  a 

declassified  version  of  that  document  (Ex.  24.),  which  reads,  in 

pertinent  part,  as  follows: 

Normal  relations  between  the  United  States  and 
Iraq  would  serve  our  longer-term  interests  and 
promote  stability  in  both  the  Gulf  and  the 
Middle  East.  The  United  States  Government 
should  propose  economic  and  political 
incentives  for  Iraq  to  moderate  its  behavior 
and  to  increase  our  influence  with  Iraq.  At 
the  same  time,  the  Iraqi  leadership  must 
understand  that  any  illegal  use  of  chemical 
and/or  biological  weapons  will  lead  to 
economic  emd  political  sanctions,  for  which  we 
would  seek  the  broadest  possible  support  from 
our  allies  and  friends.  Any  breach  by  Iraq  of 
IA£A  safeguards  in  its  nuclear  program  will 
result  in  a  similar  response.  Human  rights 
considerations  should  continue  to  be  an 
important  element  in  our  policy  toward  Iraq. 
In  addition,  Iraq  should  be  urged  to  cease  its 
meddling  in  external  affairs,  such  as  in 
Lebanon,  and  be  encouraged  to  play  a 
constructive  role  in  negotiating  a  settlement 
with  Iran  and  cooperating  in  the  Middle  East 
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peace  process. 

Strong  voices  in  Congress  have  contended  that  our  foreign 
policy  toward  Iraq,  as  embodied  in  NSD-26,  and  thereafter 
implemented,  was  a  mistake.  Iraq  invaded  Kuwait  in  August  1990, 
and  before  long,  the  U.S.  was  involved  in  war  with  Iraq  as  well. 
Critics  have  said  that  the  decisions  of  the  Reagan  and  Bush 
Administrations  to  encourage  U.S.  ties  to  Iraq  allowed  Iraq's 
illicit  military  procurement  network  to  flourish  in  this  and  other 
countries.  From  this  proposition  they  move  to  the  massive  aid 
given  Iraqi  institutions  in  1985-1989  by  BNL-Atlanta,  charging  that 
in  1988-1989,  through  the  MTL  loai^,  Iraq  was  enabled  to  acquire 
military  equipment  through  the  Iraqi  military  procurement  network. 
It  is  also  contended  that  commodities  purchased  by  Iraq  pursuant  to 
the  USDA  CCC  guarantee  program  financed  by  BML-Atlanta  in  1985-1987 
were  diverted  or  bartered  to  obtain  arms  for  Iraq's  military. 

Even  if  some  of  the  foregoing  assertions  are  unfounded, 

there  is  no  uncertainty  about  what  U.S.  foreign  policy  was,  nor  is 

there  any  question  that  it  failed  to  achieve  what  was  sought.   I 

now  turn  to  the  question  whether  the  Administration  attempted  to 

"cover  up"  this  failed  foreign  policy  by  ijqproperly  interfering 

with  the  BNL  investigation  and  prosecution. 

B.  Vas  Zaproper  Influence  Attempted  Or  Bzerted  Opon  DOJ  Or 
The  Atlanta  08AO  In  The  BVL  investigation  And 
Preeeention? — 

1.   The  Commodity  Credit  Corporation 

I  shall  examine  this  question  in  the  first  instance 
through  consideration  of  a  specific  program,  namely,  tha  CCC  GSM- 
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102  and  GSM-103  program.  As  described  above,  BNL  participated  in 
the  CCC  progretn  in  the  sale  of  U.S.  products  to  Iraq.  This 
participation  came  under  close  scrutiny  by,  among  others. 
Representative  Gonzalez. 

Representative  Gonzalez  had  been  planning  to  convene  a 
hearing  of  his  Committee  on  the  BNL  matter  in  October  1990,  when  he 
received  a  telephone  call  from  then-Attorney  General  Thomburgh  in 
September  1990.  This  call  was  prompted  by  a  memorandum  to 
Thomburgh  from  W.  Lee  Rawls  of  the  DOJ  Office  of  Legislative 
Affairs,  which  described  unsuccessful  attempts  by  DOJ  officials  to 
discourage  the  Committee  Investigation.  Rawls  advised  Thomburgh 
that  "[o]ur  best  attempt  to  thwart  any  further  congressional 
inquiry  by  the  House  Banking  Committee  Into  this  case  is  to  have 
you  contact  Chairman  Gonzalez  directly."  (Memorandum  from  Rawls  to 
Thomburgh ,  undated . ) 

When  Representative  Gonzalez  refused  to  discuss  the 

matter  with  him,  Thomburgh  wrote  a  letter  expressing  his  "profound 

disappointment"  In  Representative  Gonzalez's  decision  to  Ignore 

OOJ's  "strong  objections."  Thomburgh  added: 

As  you  should  be  aware,  this  is  a  sensitive  case  with 
national  security  concerns.  The  United  States  Attorney 
in  Atlemta  advises  me  that  both  witness  security  and  the 
willingness  of  witnesses  to  continue  to  cooperate  with 
the  Investigation  and  prosecutions  will  be  jeopardized  by 
your  Congressional  staff  interviews  and  hearing. 

(Letter  from  Thomburgh  to  Gonzalez,  dated  September  26,  1990.) 

Representative  Gonzalez  took  this  comaunlcatlon  as  an 

attempt  to  Interfere  with  his  Committee's  Investigation.   The 

unfortunate  use  of  the  words  "national  security"  may  have  led 
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Representative  Gonzalez  to  conclude  that  DOJ  sought  to  obstruct  a 
Congressional  inquiry  when,  instead,  it  sought  to  protect  the 
integrity  of  an  ongoing  criminal  investigation.  Indeed,  this 
impression,  combined  with  BNL's  involvement  in  the  CCC  program  with 
Iraq,  led  Representative  Gonzalez  and  others  to  question  whether 
this  perceived  interference  with  his  Committee's  investigation  was 
part  of  a  larger  "coverup"  of  the  Administration's  "flawed"  foreign 
policy,  which  included  promoting  the  extension  of  CCC  credit 
guarantees  for  Iraq. 

Consistent  with  U.S.  foreign  policy  at  the  time,  the  GSM 
programs  were  used  by  both  the  Reagan  and  Bush  Administrations  to 
strengthen  the  U.S. -Iraq  relationship."   The  GSM  programs  were 


"^    Eximbank  has  also  been  an  important  element  in  the 
relationship  between  the  U.S.  and  Iraq.   Eximbank  has  financed 
U.S.  exports  to  Iraq  by  providing  guarantees,  insurance  and  loan 
support  to  United  States  exporters  and  banks,  thereby 
indemnifying  them  against  the  risk  of  nonpayment.   (137  CONG. 
REC.  H848  (daily  ed.  February  4,  1991)  (Statement  of  Rep. 
Gonzalez) .) 

As  with  the  CCC  progreuo,  political  considerations  have 
been  brought  to  bear  upon  Eximbank  decisions.   (Memorandum  from 
Kimmitt  to  Baker,  dated  i^ril  17,  1990.)   It  has  been  alleged 
that  in  1984,  Eximbank,  which  had  initially  concluded  that  Iraq 
was  not  creditworthy,  *ras  successfully  pressured  by  then-Vice 
President  George  Bush  to  agree  to  provide  fintmclng  for  the  Aqaba 
pipeline  in  Iraq.   (Waas  and  Unger,  In  the  Loon:   Bush's  Secret 
Mission.  The  New  Yorker,  November  2,  1992,  at  71.)   By  1989, 
however,  Eximbank  had  concluded  that  Iraq  was  "not  creditworthy 
by  any  reasonable  standard."   (April  24,  1989  Creditworthiness 
Assessment  of  Iraq. ) 

Eximbank  did  not  bow  to  political  pressure  trtien,  trfaile 
considering  a  proposal  for  a  Volvo-General  Motors  Truck  plant  in 
Iraq,  Eximbank  received  letters  from  Congressmen  and  the  Governor 
of  Utah  (where  a  Volvo-General  Motors  facility  was  located) , 
urging  that  Eximbank  finance  the  project.   (Letter  from  Senator 
Sanford,  et  al..  to  James  R.  Sharpe,  dated  August  4,  1989;  letter 

(continued...) 
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designed  to  expand  foreign  markets  for  U.S.  agricultural 
commodities  in  specified  countries  that  would  normally  be  unable  to 
purchase  these  goods  on  credit.  (137  CONG.  REC.  H848  (daily  ed. 
February  4,  1991)  (statement  of  Rep.  Gonzalez).)  Under  these 
programs,  the  CCC  guarantees  payment  to  exporters  of  U.S. 
agricultural  products  of  a  percentage  of  the  "port  value"  of  goods 
shipped  in  the  event  of  default.  Exporters  often  sell  these 
guarantees  to  financial  institutions  at  a  discount  rather  than  wait 
for  payment  from  the  importing  country. 

Before  the  beginning  of  each  year,  USDA  negotiates 
through  its  Comnodity  Divisions  and  the  Foreign  Agricultural 
Service  ("FAS")  with  foreign  countries  interested  in  participating 
in  the  GSM  programs.  FAS  then  allocates  the  credit  guarantees 
among  the  potential  recipients,  establishing  specific  "country 
lines"  by  commodity.  (137  CONG.  REC.  H848  (daily  ed.  February  4, 
1991)  (statement  of  Rep.  Gonzalez).)  These  proposed  allocations 
are  subsequently  presented  for  advice  to  the  National  Advisory 
Council  on  International  Monetary  and  Financial  Policy  ("NAC") ,  an 


" ( . . . continued) 

from  Senator  Hatch,  et  al . .  to  John  Macomber,  dated  September  13, 
1989;  and  letter  from  Governor  Norman  H.  Bangerter  to  John 
Macomber,  dated  September  i'.  1989.)   Eximbank  reftised  to  fund 
the  project,  apparently  bee  ase  of  concerns  about  Iraqi 
creditworthiness.   (Letter  to  Governor  Bangerter  from  John 
Macomber,  dated  September  27,  1989.)  According  to  Drogoul,  the 
Iraqis  turned  to  BNL-Atlanta  for  financing  upon  learning  of 
Eximbank 's  refusal.   (Memorandum  of  August  18,  1992,  Drogoul 
Interview  at  8.) 
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intaragancy  body**  •■tablished  pursuant  to  22  U.S.C.  S  2866  to 
advisa  the  President  on  general  policy  directives  for  the 
International  Monetary  Fund,  Exinbank,  the  CCC  and  other  agencies 
that  participate  in  making  foreign  loans  or  engage  in  foreign 
financial,  exchange  or  monetary  transactions. 

Iraq  began  purchasing  U.S.  agricultural  coaoiodities  under 
the  GSM  program  in  1983,  «^en  the  United  States  and  Iraq 
reestablished  diplomatic  relations.  Iraq  was  engaged  in  what 
became  an  eight-year  war  with  Iran,  and  wanted  to  obtain  food  on 
credit.  At  the  same  time,  the  United  States  had  a  surplus  of  many 
agricultural  commodities,  and  determined  that  Iraq's  long-term  food 
needs  presented  significant  market  development  potential.  (October 
16,  1990,  Testimony  of  F.  Paul  Dickerson  before  Gonzalez  Committee 
at  8.) 

In  1983,  Iraq  purchased  $364  million  in  U.S.  agricultural 
commodities  under  the  GSM-102  program.  The  program  grew  throughout 
the  1980s,  with  peak  allocations  in  1989  and  1990  of  over  $1 
billion  annually.  (Id*.)  In  fact,  by  1990,  Iraq  acco\inted  for 
approximately  one-fifth  of  the  total  GSM  credit  program,  and  was 


"*    The  MAC  is  composed  of  the  Secretary  of  the  Treasury,  who  is 
Chairman  of  the  Council;  the  Assistant  to  the  President  for 
Economic  Affairs,  %rtio  is  Deputy  Chairman;  the  Secretary  of 
Commerce;  the  Chairman  of  the  Board  of  Governors  of  the  Federal 
Reserve  System;  the  Chairman  of  the  Institutional  Development 
Cooperative  Agency;  and  the  President  of  the  Export-Import  Bank. 
By  Executive  Order,  the  President  has  delegated  to  the  Secretary 
of  the  Treasury  most  of  the  functions  and  responsibilities 
conferred  on  him  to  administer  the  NAG. 
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one  of  the  largest  inporters  of  U.S.  agricultural  products.* 
(Letter  from  Reps.  Brooks  and  Andrews  to  Sec.  Yeutter,  dated  May  7, 
1990.) 

Public  attention  first  centered  on  Iraq's  involvement  in 
the  CCC  program  during  the  negotiations  for  Iraq's  CCC  allotment 
for  FY  1990.  In  early  October  1989,  just  two  months  after  the  FBI- 
Federal  Reserve  search  of  BNL-Atlanta,  USDA  first  proposed  to  the 
NAC  a  program  for  Iraq  involving  $1  billion  in  export  credit 
guarantees.  USDA  encountered  strong  opposition  from  the  Federal 
Reserve  and  the  Treasury  Department,  both  of  which  expressed  grave 
concerns  about  Iraqi  cred-itworthiness,  and  raised  questions  about 
the  implications  of  the  unfolding  BNL  matter.  Although  this  first 
effort  failed,  USDA  continued  to  press  for  a  full  $1  billion 
program  for  Iraq.  The  State  Department*^  gave  strong  support  to 
this  proposal  as  a  natural  reinforcement  of  U.S.  foreign  policy  in 


*    After  1987,  BNL  was  no  longer  involved  in  extending  credits 
to  Iraq  under  the  CCC  program,  having  moved  to  MTL  agreements, 
although  Iraq  continued  to  participate  in  the  program. 

^         In  early  November,  1989,  Jay  Bybee,  then-Associate  Counsel 
to  President  Bush,  was  asked  by  Deputy  White  House  Counsel  John 
Schfflitz  to  obtain  background  information  on  the  proposed  CCC  loan 
guarantees  to  Iraq.  According  to  Bybee,  Schmitz  was  concerned 
that  USDA  and  the  Department  of  State  were  moving  too  quickly, 
and  he  "wanted  to  know  whether  there  was  any  reason  why  the  White 
House  Counsel's  office  shouldn't  work  within  the  White  House  to 
try  to  stop  the  loan  guarantees  to  Iraq."   (Memorandum  of 
Interview,  dated  July  16,  1992,  Bybee  Interview.)   Bybee  claims, 
and  I  have  seen  no  evidence  to  contradict  him,  that  he  called  for 
the  sole  purpose  of  obtaining  publicly  available  information 
aJ»out  the  status  of  the  investigation,  and  did  not  attempt  to 
exert  uiy   pressure  on  the  USAO  to  change  the  pace  or  nature  of 
the  investigation.  McKenzie  supports  this,  and  stated  she  sensed 
no  pressure  from  Bybee 's  call,  nor  was  her  handling  of  the  case 
influenced  in  any  way. 
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the  Persian  Gulf. 

By  mid-October,  the  magnitude  of  the  BNL  matter  and  its 
implications  for  the  CCC  progrzun  were  beginning  to  emerge  and  so  it 
was  determined  that  a  USDA  team  from  the  General  Counsel's  Office 
("USDA-OGC")  would  be  sent  to  Atlanta  to  conduct  a  separate 
investigation  pursuant  to  USDA's  regulatory  authority  over  the  CCC 
program.*^  On  October  11,  1989,  two  members  of  the  USDA-OGC  met 
for  several  hours  with  McKenzie  and  others  to  discuss  the  status  of 
the  case. 

McKenzie  was  limited  by  Georgia  local  district  court 
rules  and  the  need  to  protect  the  ongoing  investigation  of  BNL- 
Atlanta  and  others  as  to  the  information  she  could  release.  She 
briefed  the  USDA-OGC  representatives  within  permissible  parameters, 
however,  about  the  evidence  she  had  at  that  time.  According  to 
memoranda  describing  that  meeting,  McKenzie  advised  them  of 
possible  irregularities  with  respect  to  "consulting  fees"  paid  to 
Iraqi  companies  (including  XYZ  Corp.  and  Matrix-Churchill) , 
lcickbac]cs  to  BML  employees  from  Entrade,  Inc.  (a  major  GSM 
exporter) ,  Iraqi  bartering  of  CCC  shipments,  over-pricing,  and  the 
shipment  of  non-agricultural  and  non-U. S.  goods  through  the  CCC 
program.  (Status  Report  from  Brosch  to  Conway  and  Bullington, 
dated  October  20,  1989.) 

Following  further  investigation,  including  a  trip  to 


^        Special  Agents  from  USDA's  Inspector  General's  office  were 
already  participating  In  the  criminal  investigation  in 
conjunction  with  the  USAO,  but  their  trork  vaa  entirely  separate. 
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Baghdad  to  interview  Iraqi  officials,  the  USDA  issued  a  report  of 
its  findings  in  May  1990.  By  this  time,  six  Iraqi  defendants  had 
been  included  in  the  latest  draft  of  the  BNL  Indictment.  Having 
been  furnished  with  a  draft  report  stating  that  there  was 
insufficient  evidence  of  Iraqi  complicity  in  BNL-Atlanta ' s  loans, 
McKenzie  said  that  the  report  did  not  accurately  reflect  the 
information  she  had  provided  to  USDA-OGC.  She  %n-ote  a  number  of 
letters  to  her  superiors  at  DOJ  asserting  that  USDA  had  ignored  the 
information  she  had  offered  and  warning  that  the  USAO  might  be 
unfairly  charged  with  nondisclosure  of  relevant  information." 
fSee.  e.g. .  Memorandum  from  McKenzie  to  Urgenson,  dated  May  7, 
1990.) 

As  we  now  know,  primarily  on  foreign  policy  grounds  and 


'"         On  May  7,  1990,  McKenzie  wrote  to  Urgenson  that  the  draft 
USDA  report  "reinforces  the  position  of  this  office  that  USDA 
should  be  notified  in  writing  of  Iraqi  complicity  in  criminal 
violations."   She  asserted  that  specific  information  orally 
provided  to  USDA  by  the  USAO  had  been  "totally  ignore [d],"  and 
added  that: 

This  office  certainly  recognizes  that  we  do 
not  'make  policy, '  nor  do  we  seek  to  do  so. 
However,  when  relevant  information  is  shared 
with  policy  makers  and  we  have  reason  to 
believe  that  such  information  is  being 
'misunderstood'  to  such  an  extent  that 
Congress  may  be  mislead  [sic],  it  seems 
appropriate  to  correct  any  such 
'misunderstanding'  before  the  remaining  $500 
million  in  CCC  guarantees  for  Fiscal  Year 
1990  are  extended  to  Iraq. 

(Memorandxun  from  McKenzie  to  Urgenson,  dated  May  7,  1990.) 
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out  of  consideration  for  our  agricultural  interests,**  USDA  and  the 
State  Department  ultimately  overcame  NAC  resistance  and  on  November 
8,  1989,  obtained  NAC  approval  for  $1  billion  in  CCC  funding  for 
Iraq  in  Fiscal  Year  1990,  from  which  one  $500  million  tranche  was 
released  prior  to  the  1990  Gulf  War.  This  decision  was  very 
controversial,  and  the  varying  positions  were  strongly  stated.  For 
example,  an  internal  State  Department  memorandum  to  Secretary  James 
A.  Baker,  III,  warned  that  "our  ability  to  influence  Iraqi  policies 
in  areas  important  to  us,  from  Lebanon  to  the  Middle  East  peace 
process,  will  be  heavily  influenced  by  the  outcome  of  the  CCC 
negotiations."  (Memorandum  from  Kelly  and  Sofaer  (through  Kimmitt 
and  McCormack)  to  the  Secretary  of  State,  dated  October  26,  1989.) 
As  a  basis  for  extending  the  guarantees,  USDA  and  the 
State  Department  asserted  at  each  stage  of  the  process  that  there 
was  "no  evidence  to  date  that  would  lead  us  to  recommend  that  the 
Department  should  not  extend  the  guarantees  [to  Iraq]." 
(Informational  Memorandum  from  Snead  to  the  Deputy  Secretary,  USDA, 
dated  November  8,  1989.)  This  claim,  of  course  is  inconsistent 
with  McKenzie's  statements  to  the  contrary. 


**    Agricultural  interests  lobbied  strongly  in  favor  of 
providing  further  CCC  guarantees  to  Iraq.   For  example,  between 
March  and  June  1990,  at  least  twelve  Menliers  of  Congress  as  well 
as  representatives  of  the  rice  industry  wrote  to  Clayton  Yeutter, 
Richard  Crowder,  or  members  of  the  USDA  Congressional  Relations 
staff  inquiring  into  the  status  of  the  Iraq  CCC  prograua.   (Sfi£, 
e.g. .  letter  from  Sen.  Thurmond  to  John  Frydenlund,  dated  March 
23,  1990;  letter  from  Sens.  Lott  and  Cochran  to  Clayton  Yeutter, 
dated  April  26,  1990;  letter  from  Sen.  Shelby  to  Fremklin  Bailey, 
dated  May  10,  1990;  letter  from  Sen.  Johnston  to  Clayton  Yeutter, 
dated  June  7,  1990;  and  letter  from  Rep.  McCrery  to  Clayton 
Yeutter,  dated  June  14,  1990.) 
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It  is  not  within  my  responsibility  to  address  the  wisdom 
of  the  decision  to  extend  CCC  guarantees  to  Iraq  for  Fiscal  Year 
1990,  but  I  do  note  that  NcKenzie  had  intended  that  the  information 
she  supplied  the  USDA  be  taken  as  a  caution.  In  view  of  the 
constraints  imposed  on  prosecutors  against  disclosure  of 
information  collected  in  ongoing  investigations,  the  extent  to 
which  McKenzie  was  able  to  advise  USDA  as  to  Iraqi  criminal 
complicity  is  uncertain.  However,  it  is  clear  that  there  was  no 
doubt  in  McKenzie 's  mind  that  she  had  provided  enough  information 
to  allow  USDA  to  understand  the  Iraqi  complicity  in  Drogoul's 
scheme  and  that  she  was  unaffected  by  pressure  from  any  government 
sources,  to  the  extent  there  was  any,  to  ease  the  way  for  the 
adoption  of  Iraq's  CCC  program  for  Fiscal  Year  1990. 

It  cannot  be  urged  with  any  degree  of  credibility  that 
McKenzie,  even  if  we  were  to  assume  some  corrupt  motive,  violated 
any  federal  criminal  provision  in  her  dealings  with  the  USDA.  Her 
statements  to  the  USDA  representatives  were  truthful,  and  they  did 
not  take  place  within  the  jxirisdiction  of  an  agency,  as  defined  in 
the  law,  or  in  any  pending  proceeding.**  The  USDA  did  not  visit 
Atlanta  in  connection  with  any  investigation  it  was  conducting; 
rather,  the  informal  meeting  was  held  at  the  prompting  of  the  USDA 
so  that  it  could  gather  information  in  connection  with  a  policy 
decision  it  faced. 


"  Omissions  typically  lead  to  criminal  culpability  only  in 
those  instances  where  there  is  a  requirement  of  information  by 
statute  or  official  form.  Ssi.  AxAj.«   U.S.  v.  Hansen.  772  F.2d 
940,  943  (D.C.  Cir.  1985),  saX^   dfioild,  446  U.S.  902  (1980). 
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In  any  event,  I  view  the  evidence  to  be  clear  and 
convincing  that  McKenzie  did  not  act  with  any  corrupt  motive  when 
she  met  with  the  USDA.  To  the  contrary,  the  record  shows  that 
McKenzie  took  great  pains  to  provide  the  USDA  with  all  the 
information  she  could  lawfully  disclose. 

Nor  does  the  Thomburgh  letter,  and  my  study  of  the 
circumstances  surrounding  its  dispatch,  suggested  any  corrupt 
motive  on  Thomburgh 's  part.  The  letter  has  been  characterized  by 
some  as  an  effort  to  hinder  the  investigative  efforts  of  the 
Gonzalez  Committee.  By  its  terms,  the  letter  sought  to  prevent 
disclosure  he  feared  would  damage  a  complex  and  important 
prosecution.  • 

I  personally  deposed  Thomburgh,  and  found  that  the 
statements  made  by  Thomburgh  to  Gonzalez  were  neither  false  nor 
misleading.  Thomburgh 's  desire  to  protect  the  prosecution  of  this 
undeniably  sensitive  case  is  objectively  reasonable. 

In  addition,  Thomburgh 's  concern  with  national  security 
was  to  be  expected.  President  Bush  issued  NSD-26  less  than  one 
year  earlier.  That  secxurity  directive  called  for  the  normalization 
of  relations  between  the  United  States  and  Iraq.  At  the  time 
Thomburgh  %nrote  his  letter,  the  USAO  had  made  it  Knotm  that  it  was 
targeting  Iraqi  nationals  and  focusing  on  CBI  and  Rafidain  Bank. 
Even  if  the  letter  perhaps  overstates  his  concern,  it  is  still 
true.  I  believe  that  the  evidence  is  clear  and  convincing  that 
Thomburgh  did  not  act  with  corrupt  intent. 
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C.  Did  Tb«  reraign  Policy  of  Th«  Oaitad  8tat«s  Toward  Iraq,  Aa 
Dafinad  Abova,  lapaot  Upon  Tba  OovamHaat's  inTaatigatioa  and 
ProaaeutioH?  

The  answer  to  this  question  is  clearly  "No."  I  arrive  at 
this  answer  by  several  different  routes. 

First,  addressing  the  continuation  of  the  CCC  prograa, 
the  USAO  knew  that  the  USDA  and  State  Department  were  determined  to 
push  through  another  $1  billion  in  guarantees  for  Iraq  grain 
purchases  for  Fiscal  Year  1990.  A  delegation  froa  the  USDA 
travelled  to  Atlanta  to  speak  to  representatives  of  the  U.S. 
Attorney's  Office,  and  McKenzie  was  advised  that  the  Secretary  of 
State  considered  it  very  important  to  U.S.  foreign  policy  toward 
Iraq  that  the  program  be  approved.  Nonetheless,  McKenzie  and  other 
attorneys  in  the  USAO,  emd  the  DOJ  as  well,  continued  to  pursue 
Indictments  against  Iraqi  participants  in  the  CCC  program  based  on 
avidanca  that  Iraqis  might  have  baan  criminally  involved  in 
Drogoul's  "off -book"  activities.  While  information  provided  by  the 
USAO  did  not  persuade  USDA  and  the  State  Department  to  withdraw 
their  support  for  Iraq's  paz^icipation  in  the  CCC  program  —  $500 
million  in  guarantees  was  actually  released  prior  to  the  1990  Gulf 
War  —  neither  did  the  position  of  USDA  and  the  State  Department 
affect  their  prosecution.  With  the  exception  of  the  Central  Bank 
of  Iraq,  which  I  separately  address,  the  USAO  proceeded  to  indict 
all  appropriate  Iraqi  interests,  including  Rafidain  Bank,  %rtiich  is 
state-oimed,  and  the  principals  of  various  other  entities.  The 
prosecutors  did  not  buckle,  and  foreign  policy  considerations  did 
not  move  them. 
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Nor  did  foreign  policy  considerations  move  the  USAO  not 
to  indict  either  Wafai  Dajani  on  BNL-Rome.  The  factual  backdrop  to 
these  decisions  is  set  forth  in  substantial  length  in  Section  6  of 
this  Report,  and  I  will  not  belabor  them  here.  I  have  seen  no 
credible  evidence  that  either  the  USAO  or  OOJ  let  Dajani 's  alleged 
relationships  to  Jordanians  of  high  station  bear  on  their  decision 
not  to  seek  the  return  of  an  Indictment  against  him  on  February  28, 
1991,  even  assuming  any  pressure  toward  that  end  had  been  applied. 
Similarly,  while  I  am  aware  that  BNL  sought  a  diplomatic  solution 
to  the  possibility  that  DOJ  would  persuade  the  USAO  to  include  BNL 
in  the  Indictment,  I  have  also  found  no  credible  evidence  to 
support  a  charge  that  BNL's  strategy  of  resorting  to  diplomatic 
contacts  influenced  either  IX3J  or  the  USAO  in  framing  the 
Indictment  ultimately  retximed. 
VII.  IflflOEB  RAISED  BY  JUDOB  MARYIM  H.  SHOOB 

Under  the  terms  of  my  appointment,  I  am  obliged  to 
examine  the  actions  of  the  USAO  prosecution  team  before  Judge 
Marvin  H.  Shoob,  who  presided  over  the  Drogoul  BNL-Atlanta 
prosecution.  Judge  Shoob  has  made  serious  charges  against  the  USAO 
prosecutors.  It  is  necessary,  therefore,  that  I  review  their 
conduct  and  thus  the  validity  of  those  charges.  At  the  outset  I 
must  state  my  respect  for  Judge  Shoob,  a  highly  regarded  jurist. 
I  have  conferred  with  him  in  recent  weelcs  and  found  most  helpful 
his  insights  into  the  proceedings.  Moreover,  I  can  sympathize  with 
the  frustration  Judge  Shoob  must  have  felt  in  this  matter,  given 
his  belief  that  Drogoul  was  a  tool  being  manipulated  by  his 
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superiors. 

In  approaching  this  extremely  sensitive  area,  I  have 
spoken  not  only  with  Judge  Shoob,  but  also  with  the  USAO 
prosecutors  and  with  Mr.  Hade  of  their  Task  Force.  I  have  exaained 
all  of  the  transcripts  and  exhibits  of  the  proceedings  before  Judge 
Shoob,  and  all  of  the  docuaentation  pertinent  to  the  Batters  before 
Judge  Shoob,  as  reflected  in  the  files  of  the  USAO  and  the  DOJ. 

Against  this  background  I  shall  examine  the  conduct  of 
the  USAO  prosecutors. 

A.   The  Terms  And  Development  Of  The  Plea  Agreement 

The  denouncement  of  the  Atlanta  USAO's  efforts  to 
conclude  its  prosecution  of  Drogoul  occurred  at  the  Sentencing 
Hearing  on  September  30,  1992,  following  three  weeks  of  testimony. 
At  that  hearing,  Drogoul  reversed  course  and  sought  to  withdraw  his 
guilty  plea.  He  also,  for  the  first  time,  specifically  named 
several  BNL  superiors  whom  he  claimed  had  actual  knowledge  of  his 
"off-book"  lending  activities  to  Iraq.  The  next  day,  the  USAO 
withdrew  its  opposition  to  Drogoul • s  motion  to  withdraw  his  guilty 
plea  and  joined  the  defendant's  motion.  On  October  5,  1992,  Judge 
Shoob  entered  an  Order  granting  Drogoul 's  motion  and  granting  the 
USAO's  motion  for  his  recusal  (the  "October  5  Order")  (Ex.  25.) 

Judge  Shoob 's  October  5  Order  sets  forth  in  some  detail 
his  tentative  conclusions  about  the  conduct  of  the  investigation 
and  prosecution  of  Mr.  Drogoul,  evaluates  the  USAO's  pursuit  of 
facts  that  might  implicate  officials  at  BNL-Rome,  and  speculates 
about  the  role  of  United  States  intelligence  agencies  in  that 
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pursuit.   The  concerns  expressed  in  Judge  Shoob's  October  5  Order 

were  presaged  by  his  questions  to  Drogoul's  counsel  and  McKenzie  at 

the  June  2,  1992  hearing  on  Drogoul's  plea  agreement.   At  that 

hearing,  Judge  Shoob  expressed  surprise  that  Drogoul  had  entered  a 

plea  agreement  over  the  preceding  weekend.   Judge  Shoob  expected 

Drogoul  to  plead  guilty  to  all  counts  of  the  Indictment  and  to 

deliver  an  extended  public  statement  that  he  previously  requested 

the  opportunity  to  deliver. 

Judge  Shoob's  comments  at  the  June  2  plea  hearing  reflect 

concern  that  the  cooperation  the  government  would  obtain  under  the 

plea  agreement  would  yield  a  "sanitized"  version  of  the  facts. 

Judge  Shoob  said: 

Well,  my  feeling,  as  I  have  enunciated 
earlier,  is  that  I  don't  believe  that  Mr. 
Drogoul  was  the  only  person  involved  in  these 
machinations  ...  I  do  not  want  to  be  in  a 
position  where  I  have  to  sentence  Mr.  Drogoul 
where  he  takes  the  fall  when  there  are  other 
people  involved  who  are  equally  culpable. 
(Transcript  of  Plea  hearing,  June  2,  1992,  at 
104,  attached  hereto  as  Ex.  21.) 

A  special  prosecutor  ought  to  get  into  this 
entire  matter,  because  I  am  not  getting  the 
information  from  Mr.  Drogoul,  and  I  am  going 
to  get  a  sanitized  version  of  the  sentence.  I 
will  have  no  way  of  knowing  what  sort  of 
disclosure  he  has  made  to  the  Government  and 
what  is  presented  to  me  at  the  time  of 
sentence. 

(Id.  at  72.) 

Judge  Shoob  took  this  position  notwithstanding  the  fact 

that  Drogoul,  his  counsel  and  McKenzie  all  supported  the  plea 
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agreenent.^   In  fact,  when  Interrogated  by  Judge  Shoob  about  his 

satisfaction  with  the  plea  agreement,  Drogoul  explicitly  told  the 

Court  that  he  no  longer  wanted  to  make  the  public  statement  in 

Court  that  he  previously  claimed  he  would  offer: 

The  point  I  am  trying  to  make,  to  really 
discuss  a  case  like  this  properly  I  need 
literally  thousands  of  documents  to  kind  of 
refresh  my  memory  and  to  put  the  pieces 
together  in  proper  perspective.  To  be  honest 
with  you,  I  don't  think  that  I  could  have 
%nritten  a  full  disclosure  in  two  weeks.  It 
would  have  taken  much  longer. 

(Ifl.  at  58.) 

I  do  not  possess  Judge  Shoob 's  intimate  familiarity  with 
the  proceedings  that  have  teiken  place  before  him,  or  with  his 
assessment  of  the  credibility  of  Drogoul,  his  counsel,  and 
representatives  of  the  USAO.  However,  because  I  have  had  the 
opportunity  to  review  not  only  the  tremscripts  of  the  proceedings 
before  him,  but  also  extensive  evidentiary  documentation, 
correspondence  of  counsel,  and  internal  memoranda,  I  must  disagree 
with  Judge  Shoob 's  apparent  dissatisfaction  with  the  plea  agreement 
presented  to  the  Court  on  June  2,  an  agreement  I  find  extremely 
favorable  to  all  parties  under  the  circumstances. 

The  plea  agreement  required  Drogoul  to  plead  guilty  to 
sixty  (60)  Counts  of  the  Indictment.  Those  Counts  appear  to  be 
representative  of  the  347  Counts  of  the  Indictment  and  were 
sufficient  to  support  a  life  imprisonment  term  several  times  over, 
absent  a  successful  motion  by  the  government  for  a  doimward 


The  nSAO*s  Response  to  Judge  Shoob 's  allegations  is 
submitted  herewith  as  Ex.  26. 
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departure."  As  calculated  under  the  Federal  Sentencing 
Guidelines,  Drogoul's  sentence  would  have  been  no  greater  if  he  had 
pleaded  guilty  to  all  347  counts  of  the  Indictment. 

The  plea  agreement  also  provided  for  complete  cooperation 
in  the  form  of  a  detailed  debriefing.  As  set  forth  in  the  plea 
agreement,  the  debriefing  was  to  be  of  indeterminate  length  so  that 
Drogoul  would  have  ample  time  to  review  dociaments  to  assist  him  in 
reconstructing  events.  The  agreement  also  required  Drogoul  to 
participate  in  a  deposition  to  provide  sworn  testimony  that  could 
be  used  by  the  government  in  subsequent  proceedings  flowing  from 
the  affairs  of  BKL-Atlanta  or  against  other  violators,  and  that 
would  create  a  full  record  under  oath  for  evaluation  of  any 
"substantial  assistance"  motion  the  USAO  might  make. 

Finally,  the  plea  agreement  called  for  continued 
cooperation  by  Drogoul  following  sentencing,  and  permitted  him  the 
benefit  of  a  motion  for  sentence  reduction  under  Rule  35  of  the 
Federal  Rules  of  Criminal  Procedure  should  his  post-sentencing 
cooperation  constitute  "substantial  assistance." 

The  plea  agreement  reached  between  the  USAO  and  Drogoul 
represents  a  model  of  fairness  to  all  parties.  The  agreement  is 
favorable  to  the  government  because  it  achieves  the  maximum 
sentence  possible  under  the  Indictment;  it  gives  the  government 
complete  control  over  the  decision  whether  Drogoul's  cooperation 


"    Under  Section  5K1.1  of  the  Federal  Sentencing  Guidelines, 
the  government  can  make  a  motion  for  a  do%mward  departure  from 
the  relevant  sentencing  guideline  range  if  a  defendemt  offers 
"substantial  assistance." 
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would  constitute  "substantial  assistance";  the  debriefing  mechanisn 
permits  the  reconstruction  of  Drogoul's  aemory  in  such  greater 
detail  than  would  otherwise  be  possible;  and  the  deposition  it 
called  for  would  have  created  a  sworn  stateaent  for  use  in  other 
proceedings,  including  the  sentencing  hearing,  and  against  other 
violators. 

The  plea  agreeaent  was  favorable  to  Drogoul  because  it 
committed  the  government  to  making  a  motion  for  do%mward  depar^.ure 
if  he  provided  sufficient  cooperation,  putting  to  rest  any  fear 
that  the  USAO  would  fail  to  present  the  Court  with  any  information 
Drogoul  provided;  it  allowed  Drogoul  to  be  debriefed  in  detail 
following  whatever  time  he  required  to  refresh  his  recollection, 
thus  allaying  his  concern  that  his  recall  would  have  been 
inadequate  if  he  were  to  present  only  an  oral  stateaent  to  Judge 
Shoob;  and  it  allowed  the  creation  of  a  sworn  record  of  his 
cooperation  through  a  deposition  in  t^ich  he  would  have  been 
examined  on  the  record  by  both  the  USAO  <md  his  otm  counsel,  and 
which  would  have  given  him  the  ultimate  protection  against  concern, 
if  he  had  any,  that  the  government  would  not  disclose  the  details 
of  his  cooperation. 

I  would  also  have  thought  that  the  plea  agreement  was 
favoraible  from  the  Court's  perspective,  although  Judge  Shoob  did 
not  appear  to  think  so.  It  would  have  provided  Judge  Shoob  with  an 
unusually  complete  record  on  which  to  evaluate  the  extent  of 
Drogoul's  promised  cooperation.  The  sentencing  record  would  not  be 
"sanitized",  because  Drogoul's  counsel  would  have  been  present  at 
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the  debriefing  and  would  have  had  the  opportunity  to  examine 
Drogoul  during  the  deposition  to  elicit  any  favorable  information 
not  sought  by  the  USAO."  As  always,  Judge  Shoob  had  sole 
authority  to  determine  whether  Drogoul 's  cooperation  warranted  a 
downward  departure  from  the  Sentencing  Guidelines'  range  due  to 
substantial  assistance. 

Thus,  I  find  it  unlikely  that  the  process  contemplated  by 
the  plea  agreement  would  have  yielded  a  "sanitized"  story  at 
Drogoul 's  sentencing. 

B.    Concern  About  The  "Bleventh  Hour"  Plea  Xare— nt 

Judge  Shoob  also  expressed  concern  on  June  2  that  the 

plea  agreement  was  reached  at  what  he  perceived  to  be  the  eleventh 

hour,  which,  to  his  mind,  cast  doubt  on  the  integrity  of  the 

negotiations.   Judge  Shoob  said, 

The  thing  is  bouncing  all  over  the  place.  I 
am  not  sure  exactly  what  happened.  I  don't 
know  why  a  deal  was  made  this  very  last  minute 
when  all  these  representations  were  made  that 
he  was  going  to  make  a  full  disclosure  at  the 
time  of  the  plea.  (Ex.  21  at  94-5)  ...  I 
understand  the  U.S.  Attorney's  Office  has  its 
own  agenda  and  probably  your  decisions  were 
brought  about  by  long-term  experience  in 


^    The  minutes  of  the  debriefing  sessions  reflect  that  Ms. 
Tyler,  Drogoul 's  counsel,  was  present  at  every  one.   When  I  spoke 
to  her  about  this,  she  said  she  thought  this  was  true,  except 
that  she  might  have  missed  one  or  two  sessions,  but  that  her 
investigator  was  present  at  those.   I  have  read  every  page  of  the 
debriefing  memoranda,  and  have  actually  visited  the  room  where 
Drogoul  was  given  his  records  and  worked  on  reconstructing  the 
hundreds  of  transactions  involved.   Indeed,  the  walls  are  covered 
with  his  notes  reflecting  his  efforts  at  this  reconstruction.   I 
can  assure  Judge  Shoob  that  the  debriefing  minutes  I  read  refute 
Drogoul '8  suggestion  at  his  subsequent  Sentencing  Hearing  that 
through  the  debriefing, the  government  had  attested  to  influence 
or  "sanitize"  his  version  of  the  events. 
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dealing  with  these  things.  All  I  can  tell  you 
is  the  perception,  certainly  the  public 
perception  and  the  media  perception  and  ny 
perception  was  that,  when  sonebody  offers  to 
plead  to  the  entire  indictment  and  nake  a  full 
statement  under  oath  and  the  government  is 
going  to  be  given  an  opportunity  to  present 
its  witnesses  at  a  later  date  if  they  take 
issue  with  anything  the  witness  has  said,  the 
perception  is  that,  when  the  government  cuts 
some  other  deal  promising  certain  benefits, 
that  there  is  some  attempt  to  cover  up. 
(Transcript  of  Hearing,  at  13,  attached  hereto 
as  Ex.  27.) 

In  fact,  as  Drogoul's  co\insel  had  explained  to  Judge 
Shoob,  the  plea  negotiations  had  been  underway  for  several  months, 
but  without  success:  "We  were  negotiating  the  entire  time.  We 
have  been  negotiating  since  I  have  had  the  case."   (Ex.  27.) 

As  reflected  in  correspondence  between  the  USAO  and 
Drogoul's  then-counsel.  Sheila  Tyler,  the  plea  agreement  was  the 
product  of  a  negotiation  that  began  in  earnest  May  15,  1992,  when 
little  more  than  two  weeks  remained  before  the  plea  hearing.  On 
May  16,  1992,  McKenzie  made  the  initial  offer  to  Drogoul  to  plead 
guilty  to  60  counts  of  the  Indictment.  Letters  were  exchanged 
between  Tyler  and  the  USAO  until  May  29,  irtien  Tyler  advised 
Chartash,  the  AUSA  who  %ras  covering  the  case  during  McKenzie 's 
brief  absence  from  the  office,  that  Drogoul  tras  considering  the 
government's  offer.  After  reviewing  the  proposed  plea  agreement, 
Drogoul  agreed  to  it  on  June  1,  1992.  I  do  not  find  it  surprising 
that  these  negotiations  did  not  culminate  in  an  agreement  until 
shortly  before  the  June  2,  1992  scheduled  date  for  the  plea 
hearing.    In  my  experience,  it  is  the  rule  rather  than  the 
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exception  that  conpronises  such  as  these  are  achieved  only  at  the 
eleventh  hour. 

Judge  Shoob  also  appeared  concerned  that  the  government, 
by  "giving"  up  all  but  60  counts  of  the  Indictment,  coapromised  its 
interests,  which  he  found  inexplicable.  Moreover,  he  appeared  to 
object  to  the  participation  of  Chartash  in  the  negotiation.^ 

As  established  by  the  correspondence  exchanged  between 
McKenzie  and  Tyler,  it  was  McKenzie  who  made  the  60  count  plea 
offer  that  was  eventually  taken  up  by  Drogoul.  Chartash  merely 
implemented  it.  Moreover,  as  I  have  noted,  the  government  lost 
nothing  by  agreeing  to  a  60  count  plea  because  it  achieved  a 
maximum  sentence  anyway. 

C.    The  sentencing  Hearing  And  October  S  Order 

The  plea  hearing  before  Judge  Shocb  was  followed  by  33 
debriefing  sessions  with  Drogoul.  The  debriefing  did  not  begin 
until  Drogoul  spent  a  week  reviewing  the  documents  about  %rtiich  the 
USAO  proposed  to  question  him.  Drogoul  was  represented  by  Tyler 
and/or  Tyler's  investigator,  Michael  Hutchenson,  at  all  debriefing 
sessions.  The  last  debriefing  took  place  August  20,  1992.  A  new 
attorney,  Bobby  Lee  Cook  ("Cook")  took  over  Drogoul 's 
representation  about  that  time,  and  Drogoul  refused  further 
cooperation. 

Drogoul '8  sentencing  hearing  began  September  14,  1992, 


^    At  one  point  in  the  proceedings  it  appeared  that  Judge  Shoob 
was  under  the  impression  that  Chartash  may  have  gone  directly  to 
Atlanta  from  the  DOJ  in  Washington  to  negotiate  the  plea  bargain. 
I  believe  this  impression  was  corrected  on  the  record  by  Mr. 
Chartash. 
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with  a  w««)c  of  tcstlnony  by  witn«ss«s  off«r«d  by  th«  govamnent. 
In  his  opening  statement,  cook  alleged  that  the  U.S.  intelligence 
agencies  and  BML-Rome  had  kno%m  contemporaneously  of  BNL-Atlanta's 
unauthorized  loans  to  Iraq,  and  claimed  that  the  OOJ  was  engaged  in 
a  cover-up  for  political  and  foreign  policy  reasons.  The 
transcript  of  the  proceedings  reflects  that  Cook  continued  to 
receive,  and  make  reference  to.  Congressional  statements,  CIA 
documents  and  other  materials  throughout  the  sentencing  hearing. 
(Opening  Statement  of  Cook,  September  14,  1992,  at  25,  45.) 
However,  it  is  not  clear  what  specific  materials  Cook  had  in  his 
possession  to  support  his  references,  or  how  he  obtained  those 
materials.  The  USAO  was  surprised  and  disturbed  by  the  Cook's 
statements . 

On  September  21,  Judge  Shoob  denied  a  motion  brought  by 
Cook  to  withdraw  Drogoul's  guilty  plea.  In  the  days  that  followed, 
the  Court  heard  testimony  from  witnesses  called  by  Cook.  That 
testimony  is  too  extensive  to  recoxint  here,  but  it  is  fair  to  say 
that  at  first  blush,  much  of  it  could  have  appeared  to  conflict 
with  previous  statements  made  to  the  Court  by  witnesses,  other 
defendants,  and  Drogoul  himself. 

For  exan^le,  on  June  2,  when  his  guilty  plea  was  entered, 
Drogoul  testified  in  a  three-hour  hearing,  and  addressing  the 
question  of  BHL's  knowledge,  said  nothing  more  specific  than  that 
his  superiors  at  BHL-Rome  should  have  known  of  his  unauthorized 
activities:  "They  [BML-Rome]  were  probably  a%rare  that  we  were 
exceeding  our  authority."   (Id.  at  aS.)   In  response  to  Judge 
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Shoob's  question  whether  "anybody  at  the  home  office  of  BNL  was 
aware  of  your  off  book  set  up,"  Drogoul  stated,  "I  would  say  that 
they  were  not  aware  —  not  specifically  ..."   (Id. ) 

On  September  30,  however,  Drogoul  testified  that  his 
conduct  was  )uiown  to  and  authorized  by  his  superiors.  (Testimony 
of  Drogoul,  September  30,  1992  at  1713.)  Drogoul  stated  that  Pedde, 
Lombardi,  Monaco,  and  Guadagnini  "knew  what  was  going  on."  (Id. \ 
Drogoul  also  stated  that  he  told  BNL-Rome  that  if  they  wished  him 
to  continue  the  business  something  had  to  be  done  with  Mr. 
Sardelli,  because  Sardelli  did  not  know  what  was  going  on.  He  said 
that  "within  the  month,  a  month  and  a  half  Sardelli  was  removed 
back  to  Rome."   (Id-  at  1807.) 

Drogoul 's  reversal  posed  a  problem  for  the  USAO.  After 
considering  it  overnight.  Acting  U.S.  Attorney  Brill  addressed  the 
Court  the  following  day  to  set  forth  the  USAO's  position.  Brill 
said  the  government  would  join  Drogoul 's  motion  to  withdraw  his 
guilty  plea  and  requested  that  the  matter  be  set  for  trial.  She 
stated  that  the  government  was  not  willing  to  be  part  of  a 
sentencing  proceeding  pursuant  to  a  plea  agreement,  where  the 
defendant  suddenly  contended  he  was  innocent.  She  also  informed 
Judge  Shoob  that  the  government  would  seek  his  recusal. 

Judge  Shoob  agreed  that  the  matter  should  be  tried,  and 
granted  defendant's  motion.  Judge  Shoob  also  said  that  he  would 
recuse  himself  on  the  government's  presentation  of  a  written 
motion,  because  he  had  already  reached  certain  tentative 
conclusions.  Judge  Shoob  said  that  his  review  of  the  evidence  had 
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convinced  hin  that  BNL-Rome  was  not  a  victim  (Ex.  25  at  6.)  and 
that  its  personnel  Icnew  or  had  deliberately  shut  their  eyes  to  the 
obvious  activities  at  BNL-Atlanta. 

Judge  Shoob  elaborated  on  these  conclusions  in  the 
October  5  Order,  in  which  he  said  that  the  evidence  presented  at 
the  sentencing  hearing  "raised  such  serious  questions  that  the 
Court  concluded  that  these  issues  could  not  appropriately  be  taken 
up  on  a  motion  for  downward  departure  but  should  be  heard  at 
trial."  (Ex.  25  at  5.)  Judge  Shoob  appeared  to  believe  that  the 
government  withheld  information  critical  to  the  question  of 
Drogoul's  guilt  or  innocence. 

D.   Judge  Bhoob's  Bpeoific  Charges 

Judge  Shoob 's  October  5  Order  makes  serious  charges 
against  the  DOJ  and  the  USAO.  He  said  the  evidence  presented  at 
the  sentencing  hearing  suggested  that  the  USAO  had  not  fully 
investigated  the  facts,  and  suggested  that  in  recognition  of  that 
fact,  they  had  joined  Drogoul's  motion  to  withdraw  his  plea.  (Ex. 
25  at  3-4.)  In  light  of  the  gravity  of  these  charges,  I  address 
below  each  of  the  tentative  factual  conclusions  in  the  October  5 
Order.  As  I  have  stated,  Z  cannot  presume  to  place  myself  on  a  par 
with  Judge  Shoob 's  familiarity  with  the  facts  presented  at  the 
hearing  and  his  opportunity  to  evaluate  the  witnesses'  credibility. 
Nonetheless,  and  with  utmost  respect,  I  find  that  certain  of  Judge 
Shoob 's  conclusions  are  not  supported  by  the  record  at  the 
sentencing  hearing  or  the  other  evidence  I  have  considered. 
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1.   •Chm   Xnovladg*  of  Officials  at  BVL-Roa* 
In  his  October  5  Order,  Judge  Shoob  concluded  first  that 
officials  at  BNL-Rome  were  aware  of  and  approved  Mr.  Drogoul's 
activities.  I  set  forth  here  each  item  he  identified  in  support  of 
his  conclusion,  followed  by  my  o%m  comments. 

a.  Classified  reports  from  the  CIA  conclude,  in  part, 
that  a  number  of  high-level  BNL-Rome  officials 
supported  Mr.  Drogoul's  activities. 

My  analysis  of  this  "conclusion"  contains  classified 

information  and  thus  is  sxibmitted  in  Part  II  of  my  Report.   See 

also  Section  V,  lxL£ca> 

b.  A  senior  BNL  official,  Mr.  Monaco,  referred  an 
Italian  company  seeking  financing  for  a  major 
construction  project  in  Iraq  to  BKL-Atlanta. 

The  mere  fact  that  Mr.  Monaco  refezxed  the  Daniel i  Steel 

Company  to  BNL-Atlanta  for  financing  of  a  construction  project  in 

Iraq  does  not  suggest  to  me  that  BNL-Rome  knew  or  was  willfully 

ignorant  of  Drogoul's  "off-book"  and  unauthorized  activities."* 

There  was  nothing  unusual  about  the  Danieli  transaction  that  would 

have  alerted  BNL-Rome  to  Drogoul's  illegal  activities.   BNL-Rome 

was  aware  that  BNL-Atlanta  had  a  preexisting  relationship  with  Iraq 

because  BNL-Rome  had  previously  authorized  certain  CCC  transactions 

through  BNL-Atlanta.   These  prior  dealings  made  BNL-Atlanta  a 

logical  choice  to  finance  the  project  after  BNL-Rome  determined 

that  it  would  not  be  prudent  to  finance  the  project  in  Italy 


^^^   Again,  I  point  to  the  four  MTLs.   The  last  of  these, 
executed  by  Drogoul  in  April  1989,  was  an  agreement  for  em 
unsecured  loan  of  $1,155  billion  to  Iraq  on  terns  unfavorable  to 
BNL,  at  a  time  when  BNL  was  rejecting  Iraqi  requests  for  loans 
unless  they  were  fully  collateralized. 
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through  the  Rome  branch.'"^ 

c.  The  former  head  of  BNL's  North  American  operations, 
Dr.  Luigi  Sardelli,  provided  credible  testimony 
showing  that  senior  officials  in  Rome  approved  or 
had  knowledge  of  Mr.  Drogoul's  activities. 

Judge  Shoob  characterizes  Or.  Sardelli  as  a  "straight- 
shooter"  fsee  3(b)  below).  Z  have  reviewed  Dr.  Sardelll's 
testimony  and  have  concluded,  as  did  the  drafter  of  the  Italian 
Parliamentary  Report,  that  he  is,  at  best,  evasive  and 
nonresponsive.  For  example,  the  Italian  Parliamentary  Report 
notes: 

In  his  first  hearing  before  a  delegation  of 
the  Committee  (November  1990)  Sardelli  denied: 

1.  having  read  the  final  report  of  the 
auditor  Messere; 

2.  that  he  Icnew  that  the  BNL  Atlanta  office 
had  a  clearing  account  with  the  Morgan 
Bank; 

3.  that  he  knew  that  the  BNL  Atlanta  office 
had  close  relations  with  Iraq. 

Subsequently  it  was  established  that: 

as  regards  point  1,  the  final  Messere  report 
was  signed  also  by  Dr.  Sardelli; 

as  regards  points  2  and  3,  from  communications 
sent  to  him  personally.  Dr.  Sardelli  had  been 
made  aware  of  these  facts. 

(Ex.  20  at  91.) 

Moreover,  none  of  the  points  in  Sardelli 's  testimony  to 


^"^   As  implemented  by  Drogoul,  however,  the  transaction  was 
collateralized  by  BNL's  own  funds.   There  is  nothing  to  suggest 
that  Monaco  was  aware  of  this  highly  undesirable  feature  of  the 
transaction.   In  fact,  the  evidence  I  have  reviewed  is  to  the 
contrary.  A  more  detailed  discussion  of  the  transaction  is  set 
forth  at  Section  V,  fiUBEA* 
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which  Judge  Shoob  refers  establishes  BNL's  awareness  or  approval  of 

Drogoul's  activities.   In  fact,  Sardelli  testified  that  he  had  no 

personal  knowledge  that  anyone  outside  BNL-Atlanta  was  aware  of 

Drogoul's  "off-book"  activity,  and  that  he  was  convinced  by 

Drogoul's  statements  that  nothing  unauthorized  was  occurring  at 

BNL-Atlanta.  (Testinony  of  Sardelli,  September  29,  1992,  at  1558.) 

(i)  Sardelli 's  letter  criticizing  defendant's 
activities  was  never  delivered  by  the  auditor 
to  officials  in  Rome. 

The  fact  that  Sardelli 's  letter  was  never  delivered  does 

not  indicate  to  me  that  BML-Rome  knew  of  Drogoul's  activities. 

Sardelli 's  letter  does  not  detail  any  of  Drogoul's  "off-book" 

commitments  to  Iraq.   Even  if  it  did,  it  could  have  alerted  BNL 

officials  in  Rome  only  if  it  tiad  been  delivered. 

(ii)  Instead  of  auditing  or  investigating  BNL- 
Atlanta,  BNL-Rome  officials  elected  to 
investigate  Dr.  Sardelli  who  appears  to  be  the 
only  "straight-shooter"  in  the  organization. 

As  noted  above,  I  question  Judge  Shoob 's  characterization 

of  Sardelli  as  a  "straight-shooter."   In  addition,  based  on  the 

evidence  I  have  reviewed,  Judge  Shoob  is  incorrect  in  his  assertion 

that  BNL-Atleuita  was  not  audited  by  BNL-Roae  auditors.   BNL-Rome 

auditors  did  not  audit  Atlanta  because  when  they  were  in  the  United 

States,  Nessere  already  had  an  audit  of  BNL-Atlanta  underway,  and 

BNL-Rome  decided  not  to  duplicate  the  effort.    (Testimony  of 

Sardelli,  September  29,  1992,  at  1559-60.)  It  should  also  be  noted 

that  it  was  Messere's  audit  report  that  caused  BNL-Rome  to  require 

regular  audits  to  be  conducted  of  BNL-Atlanta  to  guarantee 

compliance  with  U.S.,  Italian,  Georgia  and  BNL  banking  practices, 
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(111)  BNL-Rome  was  an  extrenely  political 
organizettion  operating  more  as  an  agency  of 
the  Italian  govemnent  than  as  a  bank. 

Whether  BNL-Roae  is  a  political  organization  or  a  bank 

does  not  bear  on  whether  BHL-Roae  knew  or  approved  of  Drogoul*s 

off-book  activities.   It  is  true  that  BNL  is  largely  state-owned, 

but  I  find  this  unreaarkable.  I  do  not  believe  that  one  bank  would 

have  deliberately  risked  the  large,  predictable  losses  encountered 

on  the  "grey  book"  loans,  at  the  low  spreads  and  fees  charged,  even 

for  purposes  of  public  policy  or  the  possibility  of  political  gain. 

(iv)  Dr.  Sardelli  voiced  his  frustration  with 
BNL-Roae  in  testifying  that  the  ENL-Roae 
officials  sent  to  the  United  States  to 
investigate  the  Atlanta  branch  after  the  raid 
were  the  officials  trho  should  have  been 
investigated. 

Sardelli 's  stateaent  that  the  officials  inspecting  BNL- 

Atlanta  were  the  ones  who  should  have  been  inspected  appears  to  be 

based  on  the  erroneous  assumption  that  aanagers  or  officials  from 

the  head  office  were  inspecting  BNL-Atlanta.    (Testiaony  of 

Sardelli,  Septeaber  29,  1992,  at  1603).  The  BNL-Roae  Inspectorate 

Division,  which  I  understand  to  be  trholly  independent,  inspected 

BNL-Atlanta,  and  not  the  aanagers  and  officials  froa  the  head 

office.  (Id.) 

(v)  Dr.  Sardelli  testified  that  he  believes 
officials  at  BNL-Roae  knew  of  Mr.  Drogoul's 
activities. 

Although  Sardelli  said  that  he  believed  soaeone  at  BNL- 


See  also.  Section  V,  supra .  where  the  aany  audits  of  BNL- 
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Rone  must  have  known,  he  did  not  offer  any  direct  or  circumstantial 
evidence  of  BNL-Roae's  knowledge  or  complicity  in  the  scheme.  In 
fact,  he  made  it  clear  that  he  never  had  any  conversation  with 
anyone  at  BNL-Rome  or  BNL-New  York  that  revealed  authorization  of 
Orogoul's  "off-book"  lending.  (Testimony  of  Sardelli,  September 
29,  1992,  at  1558.) 

d.  There  is  evidence  that  dooiments  may  have  been 
shredded  by  BNL  officials  shortly  after  the  raid 
and  that  some  files  and  documents  are  missing. 

I  have  no  reason  to  believe  that  following  the  raid  on 

BNL-Atlanta  bank,  documents  were  shredded  or  that  files  and 

documents  are  missing.   Representatives  of  the  FBI,  New  York  and 

Atlanta  Federal  Reserve,  Georgia  Departaent  of  Banking  and  Finance, 

BNL's  Italian  Regulatory  Authority,  the  Bank  of  Italy,  and  BNL's 

management  were  on  the  bank's  premises  shortly  after  the  search. 

Any  destruction  or  shredding  of  pertinent  bank  records  or  files, 

therefore,  would  have  had  to  have  been  conducted  in  the  presence  of 

these  investigators  and  regulators.  Although  Von  Wedel  claimed  that 

Messere  shredded  bank  doc\iments  following  the  execution  of  the 

warrant  on  August  4,  1989,  Von  Wedel  also  testified  that  he  had 

reviewed  the  files  he  thought  might  have  been  shredded  and  found 

nothing  missing.   (Testimony  of  Von  Wedel,  September  24,  1992,  at 

1224.)  This  issue  has  been  amply  investigated  by  the  USAO,  and  it 

does  not  appear  that  there  is  any  credible  evidence  that  this  event 

actually  took  place. 

e.  BNL  branches  in  Geraany,  England  and  Canada  were 
aware  of  BNL-Atlanta * s  substantial  financing  of 
Iraqi  purchases  and  projects. 
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As  I  stated  previously,  BNL-Rome  was  aware  that  Drogoul 

had  dealings  with  Iraq,  and  I  aun  convinced  that  this  relationship 

may  well  have  been  known  to  other  BNL  branches  such  as  BNL-Gemany, 

BNL-England,  and  BNL-Canada.   This  knowledge,  however,  does  not 

support  the  conclusion  that  they  all  knew  of  Drogoul 's  "off -book" 

unauthorized  activities  at  BNL-Atlanta,  or  the  $2  billion  in  MTLs. 

The  Task  Force  interviewed  officers  of  BML-Germany,  BNL- London, 

BNL-Canada  and  BNL-Rome.  These  interviews  show  that  the  "off -book" 

activities  of  BNL-Atlanta  had  been  effectively  concealed. 

f.  The  Government's  witnesses  from  Morgan  Guaranty  and 
the  Bank  of  New  York  and  confidential  CIA  reports 
concluded  that  it  was  well-known  in  international 
banking  circles  that  BNL-Atlanta  provided 
substantial  financing  for  Iraq's  purchase  of 
agricultural,  military  and  non  military  products. 

Based  on  my  reading  of  the  testimony  of  William  F. 

Williams,  Bank  of  New  York,  and  Francis  J.  Cole,  Jr.,  Morgan 

Guaranty  Trust  Company,  I  must  respectfully  disagree  with  Judge 

Shoob's  observation  concerning  the  testimony  of  these  witnesses. 

In  fact,  their  testimony  is  to  the  contrary: 

By  the  Court: 

Q.  Let  me  ask  you  this,  Mr.  Williams.  Having 
been  involved  in  international  bemklng  circles 
as  long  as  you  have,  was  it  v«ll-kno%m  in 
1986,  '87,  '88  that  the  Atlanta  branch  of  BNL 
was  involved  in  substantial  fincmcial 
transactions  with  Iraq? 

A.  No.  I  was  never  aware  that  they  were 
involved  specifically  with  Iraq.  As  I  said, 
we  became  aware  that  they  were  Involved  or 
active  in  financing  CCC.  I  don't  recall 
whether,  specifically,  we  were  aware  of  Iraq. 
There  was  not  general  knowledge  as  you 
describe  it. 
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(Testimony  of  Williams,  September  22,  1992,  at  734.) 

Francis  Joseph  Cole,  Jr.,  testified  in  like  manner: 

Q.  Now,  was  there  anything  the  BNL-Atlanta 
clearing  account  that  alerted  you  or  anyone 
else  at  Morgan  to  anything  unusual  or 
unauthorized  in  its  nature? 

A.   No,  ma'am. 

(Testimony  of  Coles,  September  22,  1992,  at  747-48.) 


Q.  And  prior  to  August  of  1989  did  anything 
about  the  BNL-Atlanta  account  cause  talk 
within  your  institution? 

A.   Not  at  all. 

(Id.  at  757.) 

g.  The  Italian  Parliament's  extensive  report  on  the 
"BNL  scandal"  concludes  that  Mr.  Drogoul  was  not  a 
"lone  wolf"  and  that  BNL-Rome's  failure  to 
adequately  supervise  the  Atlanta  branch  permitted 
the  continued  illegal  activity. 

As  Judge  Shoob  notes,  the  Italian  Parliamentary 

Report  criticizes  senior  BNL-Rome  officials  for  inadequately 

supervising  and  auditing  BNL-Atlanta.   It  also  suggests  that  BNL 

tolerated  Drogoul 's  activities.  As  I  have  noted  before,  although 

BNL  may  have  known  that  Drogoul  had  exceeded  his  authority  in 

certain  activities,  I  cannot  believe  BNL  would  have  condoned  the 

MTLs. 

h.  Mr.  Drogoul 's  co-defendant  Paul  Von  Hedel  and  Jean 
Ivey,  a  BNL-Atlanta  employee  %rtio  was  granted 
immunity,  testified  that  they  believed  that 
officials  in  Rome  were  aware  of  BNL-Atlanta '  s 
involvement  with  Iraq  —  testimony  the  Court  found 
credible.  Mr.  Von  Wedel  also  testified  that  Mr. 
Drogoul  had  regular  access  to  Dr.  Giacomo  Pedde, 
the  director  general  of  BNL,  that  Mr.  Drogoul  met 
with  Mr.  Monaco,  a  senior  BNL  official,  in  Baghdad, 
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and  that  Mr.  Florio,  another  senior  BNL  official, 
verbally  approved  early  CCC  loans  to  Iraq. 

I   share  Judge  Shoob ' s  concerns  that  aany  of 

Drogoul's  recent  allegations  about  his  relationship  with  BNL-Ron« 

suggest  that  BNL-Rome  "should  have  kno*m"  of  certain  of  his 

activities.   However,  I  believe  that  his  allegations  esteiblish 

nothing  more  than  an  area  calling  for  further  investigation. 

Although  Von  Wedel  and  Ivey  suggest  that  someone  at  BNL-Rome  must 

have  "known,"  to  date  neither  Von  Wedel,  Ivey  nor  any  other  BNL- 

Atlanta  employee  has  provided  any  direct  or  circumstantial  evidence 

of  BNL-Rome 's  Jcnowledge  or  complicity  in  Drogoul's  scheme.'"'  Now 

that  they  have  received  immunity,  they  have  no  reason  to  withhold 

information. 

i.  Mr.  Drogoul's  first  attorney,  Theodore  Lackland, 
testified  credibly  that  several  individuals 
involved  with  the  allegedly  fraudulent  transactions 
told  him  that  officials  in  Rome  were  aware  of  the 
transaction  and  in  fact  had  in  their  possession  one 
of  the  allegedly  fraudulent  loan  agreements  (MTL- 
4). 

I  have  to  give  little  weight  to  Lackland 's  testimony 

that  employees  at  BNL-Atlanta  told  hin  that  they  believed  BNL-Rome 

knew  of  BNL-Atlanta ' s  activities.   These  employees  have  not  come 

forward  and  testified  as  to  BNL-Rome 's  awareness  of  Drogoul's 

activities  based  on  their  personal  knowledge.   Indeed,  several 

testified  that  they  assisted  Drogoul  in  concealing  the  loan 

transactions  from  Rome  and  the  Italian  and  U.S.  bank  regulators. 


''"   I  have  set  forth  at  length  in  Section  V,  auqea,  Von  Wedel 's 
repeated  statements,  in  response  to  the  Court's  questions  at  Von 
Wedel 's  plea  hearing,  that  BNL-Atlanta 's  "off  book"  activities 
were  not  authorized. 
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which  is  inconsistent  with  a  belief  that  BNL-Roae  was  aware  of  the 

scheme.   Moreover,  Bruce  Kirwan,  an  attorney  for  BNL,  had  already 

testified  at  an  earlier  proceeding  before  the  Court  that  BNL  did 

not  have  MTL-4.   LacJdand's  hearsay  testimony  should  not  outweigh 

this. 

j.  As  the  "victim"  in  this  matter,  BNL-Rome  may  be 
able  to  recover  $1-2  [sic]  billion  in  unpaid  CCC- 
backed  loans  to  the  Iraqis. 

The  Indictment  generally  alleges  that  defendants 

defrauded  the  CCC  by  issuing  standby  letters  of  credit,   in 

connection  with  the  CCC  Export  Enhancement  Progr«m,  in  excess  of 

amounts  authorized  and  representing  to  the  CCC  that  BNL-Atlanta  was 

a  bank  qualified  to  issue  such  letters  of  credit  (Counts  225-40, 

45) ;  registering  a  commodity  sale  in  excess  of  the  true  port  value 

(Counts  222-224);  and  falsifying  two  CCC  payment  guaremtees  (Count 

245) .   The  CCC,  however,  did  not  suffer  any  losses  with  respect  to 

these  transactions  because  the  stemdby  letters  of  credit  and  the 

falsified  payment  guarantees  lapsed,  and  all  payments  were  made  on 

the  commodity  sale  registered  in  excess  of  its  port  value,  before 

there  was  any  loss  claimed  against  the  CCC.  Therefore,  trttether  BNL 

is  the  "victim"  or  the  "villain"  is  irrelevant  here  because  the  CCC 

has  not  suffered  any  losses  as  a  result  of  the  alleged  frauds.^"* 

k.  When  notified  of  the  [sic]  August  4,  1990,  raid, 
Mr.  Drogoul  returned  iaaediately  to  the  United 
States,  leaving  his  family  in  Prance.  He  met  with 
BNL  officials  in  New  York,  was  furnished  an 
attorney  trtio  was  to  be  paid  by  the  bank,  and 


^°*   Judge  Shoob  incorrectly  states  that  $1-2  billion  is  the 
amount  of  unpaid  CCC-backed  loans.  The  actual  amount  is  $347 
million. 
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continued  as  manager  of  the  Atlanta  branch  for  a 
week. 

In  my  opinion,  Drogoul's  return  to  the  United  States 

does  not  suggest  that  BNL-Rome  )cnev  of  or  participated  in  his 

illicit  activities.   Indeed,  his  return  was  not  imnediate.   He 

first  stopped  in  London  to  confer  with  his  Iraqi  contacts  who 

instructed  hin  to  return  to  Atlanta  to  maintain  the  appearance  of 

normality.   A  passage  in  which  he  describes  his  Iraqi  meeting  is 

worth  quoting  at  length,  because  it  addresses  Judge  Shoob's  point: 

In  retrospect,  Drogoul  sees  that  he  was  again 
manipulated  by  the  Iraqis  for  their  o%m 
purposes  when  they  urged  him  to  immediately 
return  to  the  United  States  to  do  damage 
control  and  give  the  appearance  of  normalcy 
after  scheme  deletion  on  August  4,  1989.  This 
occurred  when  Drogoul  immediately  called  Taha 
in  London  when  he  learned  of  the  August  4th 
search  of  BNL-Atlanta  while  vacationing  in 
Paris.  At  Taha's  virging,  Drogoul  flew  from 
Paris  to  London  arriving  on  Saturday  night 
some  15  hours  after  his  call  to  Taha.  By  this 
time  Ali  was  also  present.  Drogoul  skipped 
dinner  and  went  directly  to  All's  room  where 
he,  Ali,  Taha  and  Fidel  Jawad  Kahdum,  the 
attorney  for  the  Iraqi  Ministry  of  Industry 
and  Military  Production,  met  for  a  number  of 
hours.  Ali  was  on  the  phone  to  Baghdad  at 
least  25%  of  the  time.  The  ultimate 
conclusion  of  the  Iraqis  —  which  Drogoul  had 
already  reached  himself  but  not  shared  —  was 
that  Drogoul's  presence  in  Atlanta  would  help 
with  damage  control,  give  more  appearance  of 
normalcy  than  had  Drogoul  become  a  hunted 
fugitive  and  hopefully  encourage  continued 
funding  under  the  unused  portions  the  MTLs  .  . 
The  Iraqis  were  quite  upset  %rfaen  E)ro90ul's 
return  did  not  alleviate  altogether  their 
problems  arising  from  the  BNL-Atlanta  scandal 
which  they  perceived  as  interfering  with 
getting  the  additional  $1.2  billion  in  CCC 
guarantees  they  sought  in  October  1989. 

Although  Ali  was  often  coarse  and  not  always 
as  subtle  as  others  in  the  Iraqi  network,  such 
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as  Taha,  he  was  a  successful  manipulator  in 
his  endeavors  with  Drogoul  including  obtaining 
the  ever  increasing  MTLs  in  ever  increasingly 
[sic]  frequency  and  magnitude,  distracting 
Drogoul  from  the  increasingly  evident 
conclusions  that  HTL  purchases  were  for  non- 
civilian  usage  and  finally  convincing  him  to 
return  to  the  United  States  after  the  events 
of  August  4,  1989  without  disclosing  Iraqi 
criminal  complicity  in  the  scheme  to  defraud 
BNL-Atlanta.  (Memorandum  of  June  23,  1992, 
Drogoul  Interview.) 

It  should  also  be  noted  that  at  the  time  of  the  search, 

the  nature  and  scope  of  the  fraud  had  not  been  established.   The 

fact  that  BNL-Rome  did  not  immediately  fire  Drogoul  and,  in  fact, 

initially  offered  to  provide  him  with  counsel  is,  in  my  view,  more 

indicative  of  the  uncertainty  of  the  situation  than  of  BNL-Rome 's 

complicity.'" 

1.  Mr.  Drogoul 's  chief  mentor  at  BNL  in  1986-87 
retired  from  BKL  in  1987  and  became  a  consultant  at 
Entrade,  a  defendant  in  this  case  and  a  participant 
in  the  scheme. 

Mr.  Guadagnini's  acceptance  of  a  consulting  position  at 
Entrade  subsequent  to  his  retirement  at  BNL  raises  some  questions. 
I  believe  that  both  Drogoul 's  own  statements,  and  the  information 
provided  by  Pamela  Prosser,  go  far  to  address  them.  In  the  written 
statement  he  prepared  for  his  attorneys,  Drogoul  explained  that  he 
began  the  practice  of  "skipping"  loans  off  the  books  to  hide 
transactions  from  Guadagnlni: 

During  my  visit  to  Venice,  our  Regional 


^"^       Minutes  of  the  August  11,  1989,  BNL  Board  of  Directors 
meeting  state  that  Drogoul  was  "temporarily  laid  off  without  pay" 
on  this  date.  Thereafter,  according  to  meeting  minutes  dated 
September  6,  1989,  Drogoul  tras  discharged  from  employment  as  of 
the  September  6  board  meeting. 
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Manager  Mr.  Guadagnini  was  criticized  by  his 
superior  for  allowing  the  Atlanta  Branch  to 
maintain  a  considerable  excess  for  Rafidain 
Bank  .  . ' .  My  regional  manager  sat  down  with 
me  there  and  told  me  to  clear  up  the 
problem  J»* 

Upon  my  return  to  Atlanta,  Paul,  Therese, 
Robert,  Mela  and  I  decided  that  the  best  way 
to  hemdle  the  situation  would  be  to  skin  the 
excess  *»Qij^^a  off  the  boolcs  on  the  last  day 
of  the  month,  Ij^. ,  on  the  day  the  computer 
reports  were  examined  by  RomeJ"^ 

vEx.  16  at  4.) 

Thus,  it  is  unlikely  that  Guadagnini  could  be  charged 

with  complicity  in  Drogoul's  scheme.  Moreover,  Prosser,  an  Entrade 

employee,   stated   that   Guadagnini   had   no   decision-making 

responsibility  at  Entrade,  and  was  kept  isolated  from  the  BNL- 

Atlanta  transactions  once  he  arrived.   To  that  extent,  Drogoul's 

testimony  at  the  sentencing  hearing  iiplicates  Guadagnini  in  the 

BNL-Atlanta  scheme  on  new  grounds,  however,  I  do  think  that  further 

investigation  of  his  knowledge  is  warranted. 


^"^   Indeed,  Drogoul  was  repeatedly  %ramed  that  formal 
authorization  from  Rome  was  mandatory  even  for  loans  guaranteed 
by  the  U.S.  Government  f i.e. .  CCC)  and  that  approved  credit  lines 
could  not  be  exceeded. 

^"^  Because  of  this  "skipping"  (or  "slippage,"  as  it  was 
sometimes  referred  to  by  BNL-Atlanta  employees) ,  Drogoul  felt 
comfortable  in  assuring  management  that  his  Fiscal  Year  1985  $100 
million  CCC  authority  had  never  been  exceeded: 

Total  $93,206,495.61  [CCC  for  Iraq  Rafidain]  We  wish  to 
point  out  that  these  figures  have  been  triple  checked 
by  us  and  that  they  reflect  our  outstandings  under  this 
facility.  The  final  maturities  are  accurate.   Previous 
reports,  which  have  required  that  we  reflect  manually 
month  by  month  maturities  under  each  loan,  %rare  not 
accurately  reflected.  We  apologize  for  this  error. 
(Ex.  3.) 
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2.   Tb«  ZBvaatlgatlon  and  Vrosaeution  of  Mr.  Drogoul 

In  the  October  5  Order,  Judge  Shoob  axso  charged  that  the 
USAO's  failure  to  investigate  seriously  whether  BNL-Rooe  knew  of 
Drogoul's  activities  was  "coupled  with  or  provoked  by  the 
involvement  of  other  departments  of  the  United  States  Govemnent 
[which]  indicates  an  effort  to  absolve  BNL-Roae  of  complicity  in 
the  Atlanta  br«mch  loans  to  Iraq."  (October  5  Order  at  9-10.) 
Specifically,  Judge  Shoob  charged  that  DOJ  was  steering  the  USAO's 
conduct  of  the  case  and  that,  in  turn,  DOJ  was  improperly 
influenced  by  the  Department  of  State  and  others.   (Id.  at  14.) 

As  set  forth  above,  I  have  exhaustively  reviewed  the 

facts  relevant  to  the  suggestion  that  the  DOJ  directed  the  USAO's 

prosecution,  and  to  the  further  suggestion  that  other  agencies  or 

branches  of  the  U.S.  Government  improperly  interfered  with  DOJ 

and/or  the  USAO  in  the  conduct  of  the  case.   I  do  Qfi^  reach  the 

same  conclusion.   In  fairness  to  Judge  Shoob,  presumptuous  though 

it  may  be,  I  venture  to  suggest  that  had  he  been  able  to  review  the 

same  materials,  he  would  conclude  as  I  did.   I  find  Judge  Shoob 's 

specific  charges  against  the  USAO,  and  his  concern  about  the 

interference  of  other  agencies,  to  be  inaccurate.   I  will  address 

briefly  his  specific  charges,  however,  trtiich  are  as  follows: 

a.  High  level  officials  in  the  Justice  Department  and 
the  State  Department  met  with  the  Italian 
Ambassador  to  discuss  the  case.  They  appeared  to 
help  steer  this  case  and  gave  support  to  BNL-Rome's 
position  that  it  was  a  victim  in  this  matter, 
assuring  the  ambassador  that  there  "would  be  no 
surprises"  for  the  Italians. 

I  have  interviewed  the  people  involved  in  this  matter  in 
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the  DOJ,  the  USAO  and  the  Department  of  State,  Including  a  number 

of  high  ranking  officials.   All  unequivocally  and  consistently 

stated  that  no  political  or  improper  pressure  had  been  brought  to 

shape  this  case.   Representatives  from  the  USAO  have  explicitly 

stated  that  they  felt  "absolutely  no  pressure"  to  alter  their 

investigation  or  prosecutive  decisions,  and  that  their  office  was 

not  denied  access  to  the  information  it  needed  to  conduct  a 

thorough  investigation.^**  My  investigation  has  revealed  that  the 

only  "pressure"  placed  on  the  USAO  was  the  DOJ's  insistence  that 

the  USAO  fully  investigate  all  aspects  of  this  case,  and  that  they 

not  foreclose  the  possibility  that  BNL-Rome  was  involved  in  the 

Atlanta  lending  scheme. ^"^   Therefore,  notwithstanding  what  may 

have  occurred  at  the  upper  reaches  of  the  Italian  emd  American 

governments,  I  have  found  that  the  course  of  the  investigation  was 

not  improperly  influenced. 

b.  The  Justice  Department  cancelled  investigators' 
necessary  trip  to  Italy  and  Turkey,  where  they 
intended  to  Interview  bank  officials  and  others 
with  knowledge  of  the  transactions  and  scheme. 

My  investigation  shows  that  the  Justice  Department  did 
not  cancel  any  trips  to  Italy  or  Turkey  by  the  investigators. 

(1)  Turkey:  The  USAO  had  planned  to  go  to  Turkey  in 
January  1990,  to  obtain  the  testimony  of  Yavuz  Tezeller  pursuant  to 
a  plea  agreement  with  his  employer,  Entrade  International,  Ltd.  It 


^"^       My  o%m  experience  teaches  me  that  if  the  USAO  prosecutors 
had  felt  any  pressure,  one  or  more  of  the  many  members  of  their 
Task  Force  would  have  (a)  suspected  it  and  (b)  disclosed  it. 

^"^       As  explained  above,  the  only  "Indictment  decision"  made  by 
the  DOJ  was  to  drop  the  CBI  as  a  defendant. 
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was  thought  that  his  testimony  would  provide  information  aibout 
transactions  in  which  BNL-Atlanta  engaged.  DOJ  asked  the  USAO  to 
delay  the  trip  because  it  felt  that  further  investigation  of  the 
BNL-victim  theory  was  necessary  before  the  trip  proceeded.  By  May 
1990,  when  DOJ  ultimately  gave  permission  for  the  trip,  Tezeller 
had  decided  to  withdraw  his  offer  to  cooperate,  and  the  trip  became 
unnecessary. 

(2)  Italy:  According  to  USAO,  the  planned  trip  to  Italy 
bec2une  unnecessary  because  BNL-Rome  agreed  to  bring  its 
representatives  and  docxunents  to  Atlanta. 

c.  The  Italian  ambassador  met  with  then-Attorney 
General  Richard  Thomburgh  in  the  Spring  of  1990 
and  told  him  that  incriminating  BNL-Rome  in  these 
transactions  would  be  tantamount  to  "a  slap  in  the 
face"  of  the  Italians  and  would  not  be  understood 
by  the  government  in  Italy. 

As  I  have  noted,  I  have  taken  Mr.  Thomburgh 's  sworn 

testimony.   He  does  not  recall  such  a  conversation,  but  he  is  firm 

on  the  subject  that  he  did  not  exert  any  pressure  on  the  DOJ  other 

than  to  move  the  case  along. 

d.  The  local  prosecutor  in  this  matter  received  one  or 
more  highly  unusual  and  inappropriate  telephone 
calls  from  the  White  House  Office  of  Legal  Counsel 
about  this,  indicating  the  potential  embarrassment 
level  of  the  case. 

Although  McKenzie  did  receive  at  least  one  telephone  call 

from  Jay  Bybee,  Associate  Counsel  in  the  White  House,  Bybee  has 

stated  that  the  call  was  placed  solely  to  gather  publicly  available 

information  about  the  status  of  the  BML  investigation  that  was 

relevant  to  the  decision  trtiether  to  extend  additional  CCC 

guarantees  to  Iraq.  McKenzie  states  that  this  call  had  no  effect 
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on  the  investigation,  and  I  have  seen  no  other  evidence  that  this 
might  have  been  so. 

e.  The  draft  indictment  was  delayed  by  the  Justice 
Department  from  early  1990  until  the  end  of  the 
Gulf  War,  February  1991  —  almost  one  year.  Also, 
the  plea  bargain  in  which  Mr.  Drogoul  agreed  to 
plead  guilty  to  only  60  counts  rather  than  347  and 
initiated  by  an  assistant  prosecutor  when  the  chief 
prosecutor  was  out  of  the  city  effectively  silenced 
Mr.  Drogoul  who  had  announced  his  intention  to  make 
a  full  disclosure  at  the  plea  hearing. 

Earlier  in  this  Report  I  set  out  in  detail  the  month-by- 
month  handling  of  the  BNL  matter  from  August  1989  to  July  1991.  My 
investigation  shows  that  the  only  "delay"  occasioned  by  the  Justice 
Department  (or  by  any  other  outside  Department  or  Agency)  was  the 
delay  that  resulted  from  the  DOJ's  insistence  that  the  USAO  conduct 
a  thorough  investigation  and  fully  consider  the  possibility  that 
BNL  was  in  complicity  with  Drogoul.  I  also  find  that  the  time 
frame  within  which  the  Indictment  was  brought  —  approximately  18 
months  after  the  initial  search  of  BNL-Atlanta  —  was  entirely 
reasonable  considering  the  complexity  of  the  underlying 
transactions  and  the  scope  of  the  investigation  this  case  required. 

My  views  as  to  the  fairness  emd  validity  of  the  plea 
agreement,  and  manner  in  which  it  was  reached,  are  also  set  forth 
in  this  Section,  suora . 

f.  The  Government  failed  to  produce  and,  apparently, 
made  no  effort  to  bring  in  any  )cnowledge2ible  bank 
official  from  Rome  —  including  Pedde,  Guadagnini, 
Monaco,  Florio  —  for  the  Sentencing  Hearing. 

I  view  this  decision  as  a  valid  exercise  of  prosecutorial 

discretion.  This  was  a  sentencing  hearing,  not  a  trial,  and  some 
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constraints  on  the  scope  of  he  hearing  were  appropriate.""   Two 

of  these  witnesses  reside  in  Italy  and  are  not  within  the  subpoena 

power  of  the  U.S.  court.  Had  they  agreed  to  appear  voluntarily,  it 

is  likely  they  would  have  done  so  only  at  the  government's  expense. 

The  two  witnesses  who  reside  in  New  York  were,  of  course,  available 

to  the  defendant,  too,  had  Mr.  Cook  chosen  to  call  them. 

g.  The  Government  failed  to  interview  Wafai  Dajani, 
despite  evidence  of  his  substantial  involvement 
with  the  scheme,  when  he  was  in  Atlanta  and  had 
agreed  to  meet  with  the  prosecution.  Mr.  Dajani, 
who  has  ties  to  the  King  of  Jordan,  was  not 
indicted. 

I  take  this  charge  to  suggest  that  Hafai  Dajani,  had  he 
been  interviewed,  would  have  implicated  BNL-Rome  in  Drogoul's 
activities.  The  USAO  has  been  interested  in  Dajani  for  some  time. 
Just  prior  to  his  repudiation  of  his  plea  agreement,  Drogoul  had 
begun  in  his  debriefing  sessions  to  report  his  conversations  with 
Dajani,  which  suggested  some  leads  to  BNL-Rome 's  knowledge. 
(Memoranda  of  Drogoul  Interview,  August  18  and  20,  1992.^  Those 
debriefing  sessions,  however,  were  terminated  by  Drogoul.  This 
limited  information  should  be  pursued,  for  it  could  lead  to  BNL- 
Rome,  Dajani  himself,  or  both.  In  any  event,  as  I  have  noted 
before,  the  decision  not  to  indict  Dajani  was  based  on  the 
insufficiency  of  the  evidence,  not  on  any  perceived  political  or 


^^*'   I  would  have  been  very  troubled  by  this  decision  if  the 
proceedings  had  been  a  trial  on  the  guilt  or  Innocence  of 
Drogoul.   Here,  however,  he  had  admitted  everything,  including 
that  his  actions  were  iinauthorized.   The  USAO  did  have  an 
obligation  to  show  the  Court  the  details  of  Drogoul's  acts,  which 
they  attempted  to  do  through  Wade's  testimony.   The  Italian 
witnesses  would  have  been  unable  to  describe  the  transactions. 
Aside  from  Wade,  only  Drogoul  was  in  a  position  to  do  so. 
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other  ground. 


h.  Investigators  were  blocked  by  the  Department  of 
Agriculture  from  interviewing  Iraqi  officials  who 
were  in  the  United  States  negotiating  CCC 
guaranties  and  later  were  prohibited  fro» 
travelling  to  Iraq  to  interview  potential  co- 
conspirators and  witnesses. 

There  is  no  evidence  that  USDA  prevented  investigators 

froB  interviewing  Iraqi  officials.  In  February  1990,  Mueller  spoke 

with  McKenzie  about  a  USDA  proposal  that  the  State  Departaent 

approach  the  Iraqi  government  to  allow  U.S.  government  officials  to 

interview  Iraqi  nationals  in  connection  with  the  BNL  investigation. 

At  that  time,  USDA  was  attempting  to  determine  whether  to  extend 

further  CCC  credit  guarantees  to  Iraq,  and  had  launched  its  o%m 

regulatory  investigation.  The  two  agencies  planned  to  cooperate  in 

interviewing  the  witnesses.   DOJ  *nrote  to  the  Department  of  State 

proposing  that  the  issuance  of  CCC  credits  be  conditioned  on  Iraqi 

cooperation.   McKenzie  later  expressed  concern  at  this  proposed 

linkage,  as  well  as  the  wisdom  of  USDA's  plan  to  provide  the  Iraqis 

with  a  list  of  their  questions  in  advance.    Although  USDA 

representatives  went  to  Baghdad  for  the  interviews,  the  USAO 

decided  not  to  pursue  the  matter.  According  to  McKenzie,  the  USAO 

was  convinced  that  the  Iraqis  would  deny  complicity  but  then 

characterize  their  meeting  with  the  USAO  to  be  "cooperation" 

entitling  them  to  the  additional  S500  million  in  credits.  The  USAO 

decided  that  such  a  tradeoff  would  not  be  worthwhile,  and  on  that 

groiind  made  the  decision  not  to  travel  to  Iraq. 

i.  In  early  1990,  Atlanta  prosecutors  met  with  BNL- 
Rome  lawyers,  discussing  the  bank's  position  as  a 
victim. 
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I  understand  this  consent  to  suggest  that  there  was  a 

relationship  between  the  USAO  and  BNL-Rone  that  did  not  allow  the 

USAO  to  maintain  its  independence  in  analyzing  the  case.  After  the 

USAO  had  begun  to  pursue  the  BNL  victim  theory,  the  prosecutors 

reasonably  found  it  importamt  to  consult  BNL  concerning  the  extent 

of  the  ham  suffered.   This  meeting  does  not  reveal  any  intent  on 

the  part  of  the  USAO  to  absolve  BNL-Rome  of  complicity  in  the  loan 

scheme,  nor  did  I  find  any  evidence  to  suggest  that  the  prosecutors 

otherwise  acted  inappropriately  in  their  dealings  with  BNL-Rome. 

j.  The  American  Ambassador  to  Italy  notified  the 
Secretary  of  State,  Justice  Department  and  others 
in  the  Fall  of  1989  that  BNL's  management  was 
worried  about  the  prosecution  of  the  case  and 
wanted  it  raised  "to  a  political  level"  and  to 
achieve  "damage  control . " 

I  find  it  unremarlcable  that  BNL-Rome,  which  is  almost 

wholly-owned  by  the  Italian  Government,  would  employ  whatever 

diplomatic  channels  it  had  available  to  prevent  publicity  that 

could  damage  its  position  in  the  international  banking  community. 

It  is  obvious  that  any  efforts  it  made  to  avoid  publicity  failed 

profoundly.  In  aoiy  event,  as  I  have  now  noted  several  times  over, 

there  is  no  evidence  that  any  political  or  diplomatic  contacts 

influenced  the  prosecution  of  this  case. 

k.  Matrix  Churchill,  an  Iraqi  front  company  that  was  a 
clearinghouse  for  weapons  procurement,  was  not 
indicted,  although  one  of  its  officers  was. 

This  issue  is  discussed  in  Section  V  above.  As  I  noted 
there,  the  decision  not  to  indict  Matrix  Churchill  was  a  reasonable 
prosecutorial  judgment. 

1.   The  Government  has  provided  no  credible  explanation 
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for  its  failur*  to  indict  Wafai  Dajani,  Matrix 
Churchill,  EnkA,   and  th«  Cantral  Bank  of  Iraq. 

The  d«ci«ion  of  the  USAO  not  to  indict  Wafai  Dajani, 
Matrix  Churchill  and  the  Central  Bank  of  Iraq  have  been  discussed 
in  detail  above.  See  Section  V,  iUB£ft«  The  aSAO  did  not  indict 
Enka,  the  parent  conpany  of  Entrade,  because  there  was  insufficient 
evidence.  However,  once  Entrade  pleaded  guilty  and  began 
cooperating,  docuaents  and  testiaony  became  available  through  the 
Entrade  plea  agreement.  Enka  came  forward  and  provided  witnesses 
pursuant  to  a  cooperation  agreement.  At  an  October  22,  1992, 
conference  in  Judge  Shoob's  chambers.  Judge  Shoob  indicated  that 
his  concerns  eUsout  Enka  involvement  in  the  scheme  to  defraud  were 
satisfied  by  the  explanation  offered  by  Entrade 's  attorney. 

3.   Zatelligeaee  Agencies  and  Classified  iBfozmatioa 

Judge  Shoob's  October  5  Order,  in  Parts  C  and  D,  raises 
questions  regarding  the  U.S.  Intelligence  Community's  awareness  of 
BHL-Atlanta ■ s  relationship  with  Iraq.  He  also  asserts  that  USAO 
may  have  been  denied  access  to  classified  information  that  could 
have  provided  evidence  in  the  case.  Judge  Shoob's  concern  appeared 
to  derive  from  the  fact  that  during  the  Drogoul  sentencing  hearing, 
on  September  23,  1992,  the  USAO  presented  Judge  Shoob  with  CIA 
cables.  Judge  Shoob  believed  that  the  cables  suggested  "that  BNL- 
Rome  was  avare  of  Mr.  Drogoul 's  activities  and  was  not  a  victim  of 
the  alleged  fraud,"  (Ex.  25  at  4.)  and  that  the  prosecutors  may 
have  been  "blocked  by  agencies  with  political  agendas  from 
developing  a  full  picture  of  the  affair."   (Bx.  25  at  13.) 

Having  received  the  clearanctts  necessary  to  review 
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classified  infomation  in  the  course  of  ay  investigation,  i  am  not 
at  liberty  to  disclose  in  this  Report  that  classified  information, 
even  though  some  of  the  information  may  have  been  publicly 
disclosed  by  others.  I  prepared  an  unclassified  description  of  the 
events  I  am  eUsle  to  discuss,  %^ich  is  set  forth  as  Section  X  of 
this  Report. 

That  summary  explains  that  while  the  chamnels  for 
disseaination  of  intelligence  information  are  imperfect, 
particularly  within  DOJ,  there  is  no  indication  that  these  channels 
were  deliberately  blocked  to  prevent  the  DOJ  or  the  USAO  from 
reviewing  any  intelligence  information.  In  fact.  Task  Force 
representative  Art  Hade  reviewed  classified  documents  in  December 
1990  or  January  1991,  before  the  Indictment  was  returned,  and  those 
dociiments  had  been  obtained  by  DOJ  and  made  available  to  the  USAO 
before  then.  Wade  reviewed  intelligence  information  again  on 
September  13,  1991,  then  with  U.S.  Customs  Agent  Richard  Horton, 
and  McKenzie,  Chartash  emd  Wade  reviewed  cables  on  April  30,  1992. 
While  some  of  these  intelligence  reports  do  discuss  whether  "BNL- 
Rome  knew,"  the  USAO  representatives  did  not  find  them  convincing, 
and  I  am  convinced  that  the  USAO  made  its  prosecutive  decisions 
wholly  independent  of  the  contents  of  this  intelligence. ^^^ 

Judge  Sboob  appears  to  suggest  that  intelligence 
community  awareness  of  BHL- Atlanta ' s  commercial  relationship  with 


^^^    The  DOJ  was  championing  the  view  that  BNL  might  not  be  a 
victim  ^en  it  received  the  cables.   Presumably  it  would  have 
been  eager  to  share  the  intelligence  information  with  the  USAO 
had  the  information  tended  to  show  BNL  complicity. 
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Iraq  i»  •urpri«ing.  However,  the  Middle  East  Economic  Digest 
article  demonstrates  that  in  banking  circles,  at  least,  BNL-Atlanta 
was  vell-)cnown  for  its  transactions  with  Iraq  under  the  CCC 
guarantee  program.  In  any  event,  I  do  not  see  why  this  awareness 
is  relevant  to  the  prosecution  of  Drogoul. 

Having  had  the  opportunity  to  review  a  vast  amount  of 
material  related  to  the  Drogoul  presentation,  I  find  no  evidence 
that  the  USAO  sought  to  provide  a  "sanitized"  version  of  the  facts. 
The  USAO '8  sentencing  hearing  at  that  hearing  accords  with  the 
evidence  as  I  know  it;  Drogoul 's  statements  do  not.  Moreover,  as 
set  forth  above,  any  suggestion  that  the  Drogoul  prosecution  was 
steered  by  the  DOJ  or  any  other  agency  is  unfounded. 

4.   HsBiisniiiit  of  Drogoul 

In  concluding  my  examination  of  Judge  Shoob's  charges 
against  the  USAO  and  the  DOJ,  I  think  it  appropriate  to  provide  my 
assessment  of  Drogoul.  Obviously  his  credibility  is  a  critical 
element  in  evaluating  whether  the  USAO  and  the  DOJ  proceeded 
properly  in  this  matter,  and  in  the  future  as  a  witness. 

Drogoul 's  credibility  is  vulnerable.  Von  Hedel,  who  knew 
him  best,  confirms  this.  In  his  dozens  of  debrief ings,  Drogoul 
contradicted  himself  repeatedly  and  freely  admitted  that  he 
repeatedly  lied  his  way  out  of  situations  where  the  truth  would 
have  revealed  his  scheae:  to  the  Iraqis,  to  Von  Hedel,  to  the  BNL 
auditors,  to  Peat  Marvick,  to  BNL  branch  managers,  to  Sardelli,  to 
Guadagnini,  to  Monaco,  to  his  lawyers,  to  debriefing  agents,  to  the 
USAO,  and  to  the  Court.  Thus,  in  the  discussion  that  follows,  I  do 
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not  suggest,  in  contrasting  his  statements  and  positions  at  one 
time  with  those  at  another  time,  where  the  truth  is  to  be  found. 

The  record  is  replete  with  Drogoul's  admissions  that, 
during  the  period  of  the  scheme  at  issue,  he  lied  to  BNL  personnel 
in  Europe,  the  Regional  Office  in  New  York,  and  in  his  otm  branch 
as  to  what  he  was  doing.  There  were  numerous  audits  in  1986-1989 
by  BNL  internal  auditors,  governmental  auditors  from  the  Federal 
Reserve,  General  Accounting  Office  and  the  State  of  Georgia,  and 
"external"  auditors  from  Peat  Marwick.  Drogoul  fooled  them  all  at 
each  point  when  he  was  about  to  be  caught  in  his  scheme. 

ffhen  the  house  of  cards  collapsed  on  August  4,  1989, 
Drogoul,  who  was  in  Paris  at  the  time,  did  not  return  directly  to 
Atlanta  as  he  persuaded  Judge  Shoob  to  believe.  He  went  to  London, 
to  an  emergency  meeting  with  high-ranking  Iraqis,  to  discuss  what 
course  he  should  take.  They  met,  and  Drogoul  was  directed  to 
return  to  Atlanta. 

Immediately  upon  his  return,  he '  agreed  to  meet  with 

prosecutors,  investigators,  auditors  and  BNL  and  Bank  of  Italy 

officials.    Among  his  answers  to  their  questions  were  the 

following: 

He  had  returned  to  Atlanta  of  his  o%m  free 
will,  uninfluenced  by  the  Iraqis. 

The  Iraqis  did  not  know  the  loans  were 
unauthorized;  they  believed  they  were  approved  by 
Rome. 

The  MTLs  were  unauthorized  and  unapproved  by 
Rome. 

He,  Drogoul,  had  not  been  bribed  nor  had  he 
taken  emy  pay-offs,  but  Von  Wedel  had. 
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Latar  h*  was  to  stat*: 


He  had  gone  to  London  to  detemine  what  the 
Iraqis  wanted  hin  to  do. 

The  Iraqis  Icnew  the  MTLs  were  not  authorized. 
He  had  told  thea  that  directly  and  also 
through  Dajanl.  They  had  manipulated  hla  Into 
returning  to  Atlanta  so  that  the  MTL  loan 
agreeaents  could  be  drawn  upon  (the  last  one, 
MTL-4,  for  $1,155  billion  had  just  been  agreed 
to  in  i^ril  1989  on  behalf  of  BNL  by  Drogoul) . 

Drogoul  had  been  bribed. 

Siailarly,  Drogoul  claimed  during  a  press  interview  in 
late  March  or  early  April  of  1992,  that  BNL-Rome  knev  the  "gist"  of 
his  activities  at  BNL-Atlanta.  This  interview  was  reported  in  H 
Manifesto,  an  Italian  publication.  While  acknowledging  that  Monaco 
"was  aware  of  almost  everything  [BNL-Atlanta  was]  doing,"  Drogoul 
contended  that  Sartoretti,  Croff,  and  others  whom  he  declined  to 
name,  also  knew. 

Additionally,  Drogoul  stated  that  if  BNL-Atlanta  had  been 
provided  with  "just  a  little  more  time,"  the  transactions  would 
have  been  approved  by  BNL-Rome  and  put  on  the  books.  According  to 
Drogoul,  the  purpose  of  the  "grey  books"  was  not  to  deceive  BNL- 
Rome,  but  to  defend  Drogoul  and  others  at  BNL-Atlanta  against 
Sardelli,  BNL-Atlanta ' s  Manager  of  North  America.  When  Pedde 
visited  the  U.S.  in  October,  1988,  Drogoul  allegedly  told  him  to 
get  Sardelli  "off  [his]  back."  Sardelli  left  BNL  shortly 
thereafter. 

Yet,  two  months  later,  in  June  of  1992,  Drogoul  pleaded 
guilty  to  60  counts  of  an  Indictment  premised  on  the  theory  that 
BNL-Rome  was  a  victim,  and  stated  before  the  Court  that  he  did  not 
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think  his  superiors  knew  of  his  "off  book"  activities. 

The  only  element  of  the  early  recitation  that  did  not 
change  in  the  many  debrief ings  in  1989,  his  122-page  statement  of 
September  1989  he  gave  to  his  lawyers,  his  conferences  with  his 
attorneys,  his  statements  to  the  Court  when  he  pleaded  guilty  to 
defrauding  BNL  by  his  "xinauthorized"  activities,  and  in  his 
numerous  debriefing  sessions  following  entry  of  his  guilty  plea, 
was  that  his  "off  book"  or  "grey  book"  activities  had  not  been 
authorized  by  his  superiors. 

How  do  I  account  for  his  decision  to  change  course?  I 
can  only  speculate.  His  attempt  to  explain  away  his  earlier 
statements  by  claiming  that  the  government  had  pressured  him  to  say 
his  activity  was  unauthorized  is  utter  nonsense  to  anyone  who  has 
read  all  of  the  debriefing  memoranda,  as  I  have.  Does  he  contend 
that  the  government,  at  an  early  debriefing,  pressured  him  to  say 
he  told  the  Iraqis  the  MTLs  were  unauthorized?  Does  he  contend 
that  the  government  was  pressuring  him  when  he  composed  his  122- 
page  statement  for  his  lawyers,  or  when  he  sat  with  Williams  & 
Connolly,  or  when  in  open  Court  on  June  2,  1992,  he  pleaded  guilty 
to  unauthorized  activity?  Finally,  having  sat  for  well  over  twenty 
days  of  debriefing  —  with  his  attorney.  Sheila  Tyler  and/or  her 
investigator  present  —  does  he  contend  that  they  sat  quietly  while 
the  government  told  him  what  to  say? 
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VIXX.   *T.T.«fl>'PTniM  T/1DOKD  BY  COHQREBg  AMD  THI  PMS« 

Legislators  and  th«  press  have  lodged  various  charges 
against  the  DOJ  and  the  USAO  for  conduct  indirectly  related  to  the 
BNL  matter.  My  treatment  of  them  is  set  forth  below.  Excluded 
from  the  discussion  which  follows  is  the  subject  of  the  handling  of 
intelligence  information,  a  subject  treated  at  the  close  of  this 
Report. 

%.       Allegations  of  Xmpreprieties 
in«lde  tb«  Juatiee  Department 

1.   Improprieties  In  Response  To  The  Oonsales 
Committee  Btibpoena  Requests 

Representative  Gonzalez  has  alleged  that  "[ajt  the 

request  of  the  fDOJ]  the  Federal  Reserve  withheld  hundreds  of  BNL- 

related  documents"  from  the  Gonzalez  Committee.  (Testimony  of  Rep. 

Gonzalez  before  the  Gonzalez  Committee  on  the  Judiciary,  June  2, 

1992,  at  27.)  Representative  Gonzalez  also  alleged  that  after  his 

o%m  Committee  "was  forced  to  subpoena  the  documents,  the  Federal 

Reserve,  at  the  insistence  of  the  Justice  Department,  redacted  in 

whole  or  in  part  over  80  of  these  documents."  (Ifl. )  According  to 

Chairman  Gonzalez,  "[t]he  unredacted  versions  clearly  showed  that 

the  Justice  Department  was  seeking  to  thwart  the  coamittee's 

investigation  or  to  withhold  information  embarrassing  to  the 

administration."   (Ifl.)   In  my  review  of  the  materials,  I  have 

found  nothing  that  indicates  that  the  DOJ  acted  improperly  in 

giving  advice  as  the  Federal  Reserve  decided  whether  to  redact  or 

withhold  certain  documents  before  turning  them  over  to  the  Gonzalez 
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Committee  J'* 

On  October  3,  1990,  Chairman  Gonzalez  requested  that  the 
Federal  Reserve  produce  to  his  Committee  documents  relating  to  BNL. 
Two  days  later,  Urgenson  prepared  a  memorandum  confirming  his 
telephone  conversation  with  Virgil  Mattingly  ("Mattingly")  of  the 
Federal  Reserve,  in  which  he  told  Mattingly  that  DOJ  "could  not 
advise  him  to  withhold  production  of  the  documents."  Urgenson  made 
it  clear  to  Mattingly  that  while  "the  request  may  be  unduly 
oppressive  and  burdensome  in  light  of  the  number  of  docximents 
sought  and  the  short  time  for  production  [the]  decision  on 
compliance  should  be  made  on  advi[c]e  of  Federal  Reserve  Counsel." 
Mattingly  responded  that  the  Federal  Reserve  did  not  intend  to 
produce  the  doc\iments  on  Friday,  and  that  he  did  not  want  to  take 
any  steps  that  would  interfere  with  the  [DOJ]  Investigation. 
Urgenson  then  said  that  any  advice  DOJ  gave  "regarding  production 
would  have  to  made  after  review  of  the  request  and  would  concern 
specific  items." 

It  appears  that  Urgenson  and  Mattingly  spoke  again  on 
October  10,  1990.  Mattingly  advised  that  he  had  proposed  providing 
the  Committee  with  copies  of  the  Federal  Reserve  examination  report 
after  deleting  references  to  the  criminal  investigation.  Mattingly 
asked  that  a  Fraud  Section  attorney  review  the  report  and  other 


"'   Chairman  Gonzalez  refers  specifically  to  four  redacted 
documents  that  apparently  demonstrate  the  impropriety  of  DOJ's 
conduct  or  advice. 
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docua«nts  that  w«r«  cov«r«d  by  th«  CoaMitt««'«  r«quMt.   Pursuant 

to  Urgenson's  request,  Clark  arranged  to  aeet  with  Mattingly  in 

order  to  review  the  docuaents. 

Following  Clark's  review,  on  October  15,  1990,  Urgenson 

%n:ote  to  Mattingly  and  listed  the  25  examination  reports  that 

contained  infonution  responsive  to  Gonzalez'  request.  The  Federal 

Reserve  proposed  to  release  redacted  copies  of  eight  of  the  reports 

to  the  CoMBittee.  Urgenson  suggested  that  revisions  be  aada  to  the 

proposed  Federal  Reserve  redactions,  and  all  but  one  of  the 

revisions  involved  re-insertions  of  aaterial  that  the  Federal 

Reserve  had  oBitted.  Urgenson  noted  that: 

[Y]our  files  contain  other  Baterials 
responsive  to  the  October  3,  1990  request  of 
the  CoBBittee.  These  include  conteBporaneous 
notes  or  reports  prepared  by  Federal  Reserve 
exaBiners  who  are  assisting  in  the  criBinal 
investigation.  While  disclosure  of  those 
Baterials  at  this  tise  would  interfere  with 
the  conduct  of  the  criBinal  investigation,  we 
have  agreed  that  your  response  to  the 
CoBBittee  will  clearly  refer  to  the  existence 
of  such  Baterials.  If  possible,  we  would 
appreciate  receiving  a  copy  of  the  text  of 
yoiu:  proposed  response  to  the  CoBBittee. 


On  October  23,  1990,  the  asBbers  of  the  Gonzalez 
CoBBittee  Bet  to  approve  a  subpoena  for  docuaents  relating  to  the 
BNL  Batter  to  be  served  on,  aaong  others,  the  Federal  Reserve  Board 
of  Foreigners  and  the  Federal  Reserve  Banks  of  Atlanta,  Los 
Angeles,  New  York  and  Chicago."'  That  saae  day,  according  to  a 
torandua  prepared  by  Clark,  Mattingly  spoke  with  Clark  and 


^is   The  two  initial  sets  of  subpoenas  were  Issued  in  Noveaber 
and  Deceaber  of  1990. 
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explained  that  the  Federal  Reserve  had  "no  experience  in  dealing 
with  Congressional  subpoenas."  Mattingly  asked  Clarlc  "if  there  was 
anyone  at  DOJ  )cnowledgeable  in  the  area  with  whon  he  could  discuss 
the  procedure  and  principles  involved." 

The  next  day,  October  24,  representatives  froa  DOJ, 
Exinbank,  Departaent  of  Coaaerce,  FBI,  United  States  Custoas 
Service,  Departaent  of  Treasury,  OLC,  Federal  Reserve  and  the 
Departaent  of  Agriculture  aet  at  the  Office  of  Legislative  Affairs 
regarding  the  aforesaid  subpoenas.  ^^*  At  the  aeeting  Toa 
Reinhardt  (OLA)  circulated  a  docuaent  he  had  prepared  entitled 
"Draft  Procedures  for  Processing  Doctiaents." 

On  October  25,   1990,   Urgenson  trrote  to  Reinhardt 

expressing  DOJ's  "principal  concern"  with  the  draft  procedures. 

Urgenson  stated  that  "iapleaentation  [of  the  procedures]  would 

appear  to  place  [DOJ]  squarely  between  the  Coaaittee  and  the 

various  departaents  and  agencies  i^ose  Inforaation  is  sought  by 

that  Coaaittee . "  Urgenson  stated ,  in  uneiabiguous  teras : 

Our  interest  in  the  proceedings  before  the 
Coaaittee  is  liaited  solely  to  legit iaate 
concern  of  %rhether  inforaation  concerning  the 
criainal  investigation  being  conducted  by  the 
U.S.  Attorney's  Office  in  Atlanta  ~  and 
potentially  haraful  to  the  successful 
prosecution  of  charges  arising  froa  that 
Investigation  —  will  be  disclosed.  To  this 
end,  we  should  seek  to  review  and  aake 
recoaaendations  concerning  only  those 
aaterials  which  the  requested  parties  believe 
contain  inforaation  the  disclosure  of  which 


iu 


On  October  23,  1992,  the  Gonzalez  Coaaittee  had  also  aet  to 
approve  subpoenas  for  Coaaerce,  Treasury,  Custoas,  Export-I^)ort 
Bank,  and  Agriculture. 
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could  aff«ct  th«  crlainal  proc«aa,  laaving 
aach  agency  to  detanina  for  itaalf  whathar  to 
withhold  propriataxy  or  dallbarativa 
materials. 

The  next  day,  October  26,  Urgenson  wrote  to  Rulcstele  and 
McKenzie  in  the  USAO,  requesting  that  they  draft  a  namorandua  to 
the  various  interested  agencies  discussing  the  types  of  aaterials 
which  should  be  redacted.  In  response,  Rukstele  offered  the 
suggestion  that  the  originals  be  maintained  and  that  "material 
trtiich  might  otherwise  reveal  information  concerning  conduct  of  the 
criminal  investigation"  not  be  disclosed,  including  grand  jury 
material.  Lastly,  RuJcstele  recommended  that  "committee  requests 
for  explanations  .  .  .  should  be  avoided." 

During  the  next  several  weeks,  Clark,  along  with  the 
Atlanta  prosecutors,  reviewed  Federal  Reserve  documents  to 
determine  which  documents,  or  portions  thereof,  would,  if 
disclosed,  adversely  affect  the  BNL  prosecution.  He  also  suggested 
certain  redactions.  On  November  21,  1990,  McKenzie  wrote  to  Clark 
listing  reasons  for  redacting  or  withholding  specific  Federal 
Reserve  documents,  including:  witness  safety,  witness  harassment, 
intimidation  and  obstruction,  discouraging  witness  cooperation, 
revealing  trial  strategy,  revealing  attomay  work  product, 
violating  understandings  of  confidentiality,  encouraging  subjects 
to  flea,  protect ii^  material  under  seal  pursuant  to  Court  Order, 
and  the  ban  on  diaclosura  of  plea  negotiations. 

On  February  28,  1991,  the  Indictment  was  returned. 
Accordingly,  Clark  Informad  Urgenson  that  the  redactad  materials 
irtiich  had  previously  bean  provided  to  the  Gonzalez  Committee  would 
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have  to  be  reevaluated  to  determine  what  could  be  released  now  that 

the  Indictment  had  been  returned.   Clark  stated  "that  it  would  be 

necessary  for  [McKenzie]  to  review  the  material  again — on  a  line  by 

line  basis — and  make  absolutely  certain  that  she  was  on  strong 

ground  for  denying  this  material  to  the  Committee."  Clark  followed 

this  up  with  a  letter  to  Brill  dated  March  13,  1991,  in  which  he 

encouraged  that  the  materials  be  reviewed  with  the  objective  of 

releasing  as  much  of  the  Information  as  possible  to  the  Committee. 

On  March  27,  1991,  Clark  confirmed  the  DOJ's  position  on 

redactions  in  a  memorand'-im  to  Urgenson  which  provided  as  follows: 

As  you  know,  when  we  asked  the  Federal  Reserve 
to  make  redactions  in  the  materials  requested 
by  Chairman  Gonzalez,  it  was  for  the  sole 
purpose  of  protecting  the  U.S.  Attorney's 
investigation  from  premature  disclosure  of 
information  —  not  to  protect  anyone  from 
embarras [ s ] ment .  Furthermore,  following  the 
indictment,  we  asked  the  U.S.  Attorney's 
office  to  review  all  redacted  naterials  to 
determine  to  what  extent  more  of  the  material 
may  be  released  to  the  Congress.  We  have  not 
—  and  should  not  —  assert  interference  with 
the  criminal  prosecution  as  the  basis  for 
redacting  any  records  prepared  by  an  agency  as 
a  result  of  the  normal  operation  of  its 
programs . 

On  April  9,  1991,  McKenzie  confirmed  that  certain 

previously  redacted  portions  of  the  Federal  Reserve  documents,  such 

as  certain  references  to  a  previously  sealed  search  warrant,  could 

be  disclosed  to  the  Gonzalez  Committee.  She  identified  additional 

Federal  Reserve  documents,  or  portions  thereof,  which  could  now  be 

released  without  impeding  the  ongoing  criminal  prosecution.   On 

April   17,   1991,   McKenzie  disclosed  additional  portions  of 

documents . 
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On  May  17,  1991,  DOJ'b  w.  l««  Ravls  (OIA)  vrot*  to 
Chairman  Gonzalez  stating  that  OOJ  would  now  of  far  to  his  Conalttee 
the  opportunity  to  review  on  a  confidential,  no-notes  basis, 
unredacted  versions  of  certain  docuaents  that  previously  had  been 
provided  to  the  Connittee  in  redacted  fora. 

Chairman  Greenspan  %rrote  to  Chairman  Gonzalez  on  July  26, 
1991,  regarding  sxibpoenas  that  had  been  issued  by  the  Gonzalez 
Committee  on  May  17,  1991.  Chairman  Greenspan  explained  that  many 
of  the  requested  docximents  already  had  been  provided  to  the 
Gonzalez  Committee  in  redacted  form  and  that  nearly  all  of  the 
redacted  information  had  been  withheld  at  the  request  of  DOJ, 
because  it  perceived  that  premature  disclosure  of  certain 
information  would  harm  the  prosecution.  In  light  of  the 
outstanding  subpoenas,  however,  the  Board  of  Governors  transmitted 
to  the  Committee  the  unredacted  copies  of  the  documents  identified 
in  the  subpoenas. 

It  is  clear  from  a  review  of  this  sequence  of  events  that 
the  DOJ's  recommendations  to  the  Federal  Reserve  regarding  the 
redaction  or  withholding  of  documents  was  not  motivated  by  an 
effort  to  "thwart  the  committee's  investigation  or  to  withhold 
information  embarrassing  to  the  administration,"  as  Chairman 
Gonzalez  had  alleged.  DOJ  representatives  were  invited  into  the 
process  —  the  subpoena,  after  all,  was  directed  to  the  Federal 
Reserve  —  to  protect  the  integrity  of  an  ongoing,  very  high 
profile  prosecution.  As  Urgenson  asserted,  the  DOJ  was  concerned 
"only  [with]  those  materials.  .  .the  disclosure  of  irtiich  could 
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affect  th«  criainal  process.  .  ..** 

Early  on,  Urgenson  clearly  indicated  that  the  Federal 
Reserve  would  have  to  notify  the  Gonzalez  Comaittee  that  certain 
documents  were  being  withheld  to  protect  the  prosecution  efforts. 
The  efforts  of  the  OOJ  in  this  regard  are  perhaps  best  illustrated 
by  Clark's  statement  that  the  USAO  would  have  to  reevaluate  all  the 
docunents  following  the  Indictment  "on  a  line  by  line  basis  [to] 
make  absolutely  certain  that  [there  is]  strong  grounds  for  denying 
this  material  to  the  Committee." 

Clark  also  expressly  stated  in  an  inter-office  memorandum 
that  "we  asked  the  Federal  Reserve  to  make  redactions  .  .  .  for  the 
sole  purpose  of  protecting  the  U.S.  Attorney's  investigation  from 
premature  disclosure  of  information,  not  to  protect  anyone  from 
embarras[s]ment."  The  approach  of  the  DOJ  is  also  evidenced  by  the 
review  process,  iirtiich  was  repeated  at  various  stages,  and  which 
culminated  in  Chairman  Greenspan's  release  of  all  previously 
redacted  documents. 

Notwithstanding  the  foregoing,  it  should  be  noted  that  on 
October  2,  1990,  over  one  month  before  any  of  the  docximent 
subpoenas  were  issued,  Reinhardt  wrote  to  Maloney  and  Richard  to 
update  them  on  Chairman  Gonzalez'  requests  for  the  production  of 
documents  and  witnesses  in  a  hearing  before  his  Committee. ^^'  The 


^"   The  requests  were  directed  at  several  agencies,  including 
the  Controller  of  the  Currency,  the  Federal  Reserve  Board,  the 
Federal  Deposit  Insurance  Corporation,  and  the  Agricultural 
Commodity  Credit  Corporation. 
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memorandum  notes  that: 

My  fears  of  Gonzalez  trying  to  put  this 
together  while  keeping  us  in  the  dark,  seem  to 
be  materializing.  If  you  want  me  to  get  an 
Administration  position  on  no  information  on 
BNL,  then  I  have  to  get  moving  on  it.  We  can 
do  it  either  by  calling  together  the  players 
and  trying  to  reach  agreement  amongst 
ourselves,  or  kicking  it  up  to  0MB  and  then 
give  instructions  to  the  other  agencies 
involved.  Although  it  is  a  pain  in  the  neck 
to  do,  my  choice  is  to  bring  in  the  agencies 
and  reach  an  agreement  with  them. 

Rawls  and  Attorney  Paul  Colbom  received  copies  of  the  memorandum. 

Thereafter,  on  October  4,  1990,  Maloney  informed  Mueller 
that  "Director  Sessions  is  to  attempt  to  see  Gonzalez  either  this 
afternoon  or  tomorrow  morning.  Failing  to  persuade  Gonzalez  will 
necessitate  a  call  on  handling  of  the  subpoena  requests."  (E-Mail 
from  Maloney  to  Mueller,  dated  October  4,  1990.)  The  person  to  be 
called  is  not  identified.  In  addition,  the  message  further  notes 
that  "if  subpoenas  are  issued,  this  case  may  provide  the  vehicle  to 
litigate  executive  privilege  issues  in  the  context  of  a  request  for 
info  concerning  an  ongoing  criminal  investigation  by  Congress." 

The  concerns  of  the  DOJ  attorneys  and  the  USAO  reflect 
their  need  to  protect  the  ongoing  criminal  prosecution,  those 
concerns  are  valid.  To  the  extent  their  comments  indicate  that 
they  were  apprehensive  about  the  political  ramifications  of  the 
subpoenas,  I  have  found  no  evidence  that  they  acted  on  those 
apprehensions  or  on  any  othor  improper  basis  in  responding  to  the 
subpoenas.  Moreover,  the  Federal  Reserve,  trtiich  the  DOJ  advised, 
ultimately  fully  complied  with  the  subpoenas. 

Accordingly,  there  is  no  basis  for  further  investigation 
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into  this  aatter.  I  find  cl«ar  and  convincing  evidence  that  the 
above-discussed  acts  were  undertaken  by  the  DOJ  to  protect  the 
ongoing  BNL  investigation  and  prosecution,  not  to  block 
Representative  Gonzalez's  investigation.  The  DOJ  and  the  USAO  were 
obligated  by  legal  constraints  to  review  the  Federal  Reserve 
documents  and  withhold  or  redact  those  which  would  jeopardize  the 
investigation  or  expose  Grand  Jury  material.  It  cannot  be  true,  as 
some  have  implicitly  suggested,  that  the  DOJ  and  the  USAO  were 
subject  to  criminal  culpability  unless  they  made  a  full  and 
complete  disclosure  to  the  Gonzalez  Committee  at  the  risk  of 
violating  their  obligation  under  other  laws. 

2.  Z&terferenoe  With  Ztalian  Investigation 
The  Italian  Parliamentary  Committee  issued  a  preliminary 
"Final  Report"  concerning  its  investigation  into  the  BNL  matter  in 
the  early  part  of  1992.^^^  That  Preliminary  Report,  at  page  20, 
alleged  that  the  Italian  Committee  was  prevented  from  interviewing 
Drogoul  and  others  "especially  because  of  the  continuously  hostile 
position  on  such  contacts  taken  by  the  United  States  Attorney  in 
Atlanta  in  conformity  with  Justice  Department  policy. "^^^  Some 
have  charged  that  this  position  was  part  of  a  broader  "coverup." 

A  review  of  the  material  made  available  to  me  does  not 
suggest  that  either  the  USAO  or  the  DOJ  interfered  with  the  Italian 
Committee's  investigation,  let  alone  that  a  cover  up  existed.  To 


^^*       The  exact  date  of  this  Preliminary  Report  is  not  reflected 
on  the  document. 

^^'   These  comments  did  not  appear  in  the  Final  Report  issued  on 
JMpril  22,  1992.  (Sit  Ex.  20.) 
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the  contrary,  attorneys  for  both  the  USAO  and  the  DOJ  made 
themselves  available  to  representatives  fron  the  Italian  Conaittee 
on  several  occasions. 

For  exanple,  on  Septeaber  21,  1990,  Daniel  Lippman  (OIA) , 
Rex  Young  (OIA) ,  Urgenson,  McKenzie,  and  Wade  aet  with 
representatives  froa  the  Italian  Coaaittee  to  discuss  the  BNL 
■atter.  On  October  3,  1990,  another  aeeting  was  held  between  DOJ 
attorneys  and  Italian  representatives.  A  third  aeeting  with 
representatives  froa  the  Italian  delegation  took  place  on  J«muary 
3,  1991.  USAO  and  DOJ  representatives  attended  the  January  3 
aeeting,  as  veil  as  McKenzie  and  Wade.  Also  present  tras  Robert 
Kennedy,  Senior  Exaainer  of  the  Federal  Reserve  Bank  of  Atlanta. 
Two  other  aeetings  with  DOJ  representatives  and  Italian  Coaaittee 
representatives  took  place  on  March  19,  1991,  and  July  19, 
1991."* 

It  appears  that  the  coaaents  of  the  Italian  Coaaittee  in 
its  Report  stea  froa  its  difficulty  in  arranging  voluntary 
interviews  with  witnesses  in  the  United  States.  Contrary  to  the 
Italian  Coaaittee 's  perception,  however,  neither  the  USAO  nor  the 
DOJ  prevented  anyone  froa  speaking  with  the  Italiem  Coaaittee, 
notwithstanding  concerns  that  the  interviews  could  adversely  iapact 
upon  the  USAO's  prosecution.   The  relevant  docuaents  accurately 


^^'   Other  aeetings  were  held  with  the  Italian  prosecutors.   For 
exanple,  in  aid-March  of  1990,  the  USAO's  McKenzie  and  Alexander 
and  aeabers  of  the  USAO's  investigative  teaa  aet  with  Montaldi, 
the  Assistant  Prosecutor  of  the  Italian  Republic.  On  ^ril  8, 
1991,  Brill  and  McKenzie  %n:ote  to  Montaldi  explaining  the  Fed.  R. 
Cria.  P.  6(e)  prohibition  on  the  release  of  either  Grand  Jury 
docuaents  or  testiaony. 
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reflect  the  positions  of  the  DOJ  and  the  USAO. 

On  May  29,  1991,  OOJ's  Drew  Arena  (OIA)  sent  a  nenoranduB 
to  Clark  of  the  Fraud  Section  concerning  proposed  voluntary 
interviews  of  witnesses  by  Zanelli,  Counsel  to  the  Italian 
CoBBittee.  Through  the  Italian  Consulate  in  New  York,  Zanelli  had 
invited  a  nuBber  of  witnesses  to  speak  inforaally  with  hia  and 
other  representatives  froB  the  CoBaittee.  Attached  to  Arena's 
BSBoranduB  was  a  three-page  list  of  interviews  scheduled  for  the 
weeks  of  June  3,  and  June  10,  1991.  In  another  BeaorandUB  written 
on  May  29,  Arena  notified  Richard,  also  of  DOJ's  Fraud  Section,  of 
the  proposed  voluntary  interviews  scheduled  by  Zanelli,  stating 
that  Zanelli  was  uncertain  which  witnesses  have  agreed  to  be 
interviewed. 

The  next  day.  May  30,  1991,  McKenzie  wrote  to  Laura  J. 
Barsella  (OIA)  stating  that  Zanelli 's  proposed  interviews  could 
adversely  iapact  the  USAO's  prosecution  of  the  BNL  aatter.  In  a 
telephone  conversation  with  Barsella  that  saae  day,  McKenzie  stated 
that  she  objected  to  Zanelli 's  proposed  interviews  because  she  was 
concerned  about  an  "Ollie  North  problea,"  iffaereby  BML  targets  could 
later  claia  that  the  Italian  Coaaittee  had  given  thea  iaaunity  froa 
prosecution.  McKenzie  also  stated  that  she  had  no  objection  to 
Zanelli  interviewing  present  BNL  eaployees  since  they  are,  in 
effect,  eaployees  of  the  Italian  Govemaent.  (Meaorandua  froa 
Barsella  to  File,  dated  May  30,  1991.) 

When  McKenzie  and  Clark  spoke  about  the  interviews,  it 
was  agreed  that  Zanelli  should  be  provided  with  a  letter  to  be 
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given  to  the  proposed  witnesses  that  would  make  It  clear  that  the 
Italian  Committee  could  not  confer  immunity,  fid. )  This  procedure 
was  confirmed  in  a  May  30,  1991,  memorandum  from  Urgenson  to  Arena. 
In  his  memorandum,  Urgenson  suggested  that  Zanelli  be  furnished 
with  a  letter  to  be  given  to  each  of  the  witnesses  stating  that  DOJ 
had  received  notice  of  the  requested  interviews,  that  it 
understands  the  Interviews  to  be  voluntary,  that  no  immunity  is  to 
be  conferred  upon  the  witness  under  Italian  law,  that  no  immunity 
from  United  States  prosecution  should  be  implied,  and  that,  if 
compelled  by  Court  order,  the  United  States  prosecutors  would 
produce  memoranda  of  the  interviews. 

On  May  31,  1991,  DOJ's  Maloney  %rrote  to  Zanelli 
expressing  DOJ's  concerns  that  the  interviews  would  adversely 
impact  the  USAO's  prosecution.  Maloney  requested  that  Zanelli 
delay  the  interviews  until  the  USAO's  prosecution  was  completed. 
Maloney,  however,  went  on  to  state  that  if  Zanelli  did  proceed  with 
the  interviews,  Zanelli  should  clearly  Inform  each  witness  that  the 
Italian  investigation  is  unrelated  to  the  USAO  prosecution  and  that 
their  cooperation  with  the  Italian  investigation  should  not  be 
considered  as  any  type  of  immunity  from  prosecution.  Maloney  also 
asked  for  copies  of  any  promises  made  to  witnesses  by  the  Italian 
Committee. 

On  Nay  31,  the  day  Maloney 's  letter  tras  sent  to  Zanelli, 
Zanelli  called  Barsella  and  stated  that  by  conducting  voluntary 
interviews  he  was  only  doing  what  he  could  to  conduct  his 
investigation.   He  also  stated  that  trtiile  he  was  willing  to  hear 
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McKenzie's  concerns,  he  must  talk  to  witnesses  who  were  willing  to 
talk  to  hlB.  Zanelli  added  that  it  certain  witnesses  did  not  want 
to  speak  with  hia,  he  would  have  to  "take  the  next  step,  which  may 
involve  asking  for  help  vinder  treaties  and  statutes . " 

On  June  2,  1991,  Barsella  and  Zanelli  spoke  by  telephone 
once  again.  The  purpose  of  the  call,  according  to  a  nemorandua 
prepared  by  Barsella,  was  to  make  DOJ's  position  on  the  interviews 
"known"  to  Zanelli.  Barsella  explained  that,  under  the  United 
States  system,  interviews  of  witnesses  are  usually  limited  because 
"when  witnesses  are  interviewed  it  is  often  the  case  that  the 
defendant  and  his  attorney  [will  have]  access  to  the  reports  of  the 
interviews.  The  more  times  someone  is  interviewed,  the  more 
reports  are  generated,  and  the  more  material  the  defense  may  have 
to  work  with."  Barsella  noted  that  it  was  for  this  reason  that  DOJ 
had  requested  the  U.S.  Congressional  committees  to  postpone  their 
interviews.  Barsella  also  raised  the  imaunity  concerns  for 
Zanelli,  specifically  referencing  the  SSXSh  decision  as  "another 
reason  we  have  asked  Congress  to  postpone  its  interviews  of  .  .  . 
witnesses  of  potential  defendants." 

Having  said  all  this,  Barsella  asked  Zanelli  to  postpone 
his  interviews.  Barsella  aade  it  clear,  however,  that  if  Zanelli 
"felt  he  must  proceed  with  voluntary  interviews  of  witnesses  there 
was  very  little  we  could  do  .  .  .  [although]  we  are  not  in  a 
position  to  assist  hia  in  his  interviews."  Barsella  then  went  on 
to  aake  the  saae  three  requests  aade  by  Maloney  in  his  letter  of 
May  31  in  the  event  Zanelli  elected  to  go  forward  with  the 
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intarviews:  (1)  make  it  clear  to  each  witness  that  the  Italian 
investigation  is  not  related  to  the  U.S.  prosecution;  (2)  make  it 
clear  to  each  witness  that  cooperation  with  the  Italian 
investigation  cannot  be  construed  as  giving  the  witness  any  type  of 
immunity  from  prosecution;  and  (3)  provide  DOJ  with  copies  of  any 
promise  made  by  the  Italians  to  any  witness. 

Zanelli  told  Barsella  that  "he  had  no  problem  at  all  in 
abiding  by"  the  first  two  requests.  Zanelli  raised  concerns, 
however,  with  protecting  plea  bargains  entered  into  under  the 
Italian  law. 

On  June  3,  1991,  Barsella  and  Zanelli  spoke  once  again  by 
telephone.  In  her  memorandum  of  that  conversation,  Barsella  notes 
that  Zanelli  indicated  that  while  "most  of  the  Italian  witnesses 
[BNL  employees  and  other  people  in  the  Italian  Banking  community] 
said  that  they  would  probably  come  to  be  interviewed  .  .  .  most 
American  witnesses  have  indicated  that  they  probably  won't  come." 

During  a  subsequent  conversation  between  Barsella  and 
Ettore  Laurenzano  (a  colleague  of  Zanelli 's) ,  it  was  confirmed  that 
the  Italian  Committee  had  informed  all  witnesses,  who  had  thus  far 
been  interviewed,  that  the  Italian  Committee  investigation  was  not 
in  any  way  related  to  the  U.S.  prosecution  and  that  their 
cooperation  with  the  Italian  Committee  cannot  be  construed  as 
immunity  for  the  witnesses.  This  was  all  confiraed  in  a  June  5, 
1991,  letter  from  Zanelli  to  Maloney. 

On  June  7,  1991,  Clark  sent  a  ■•mo  to  Urgenson  noting 
that  "interviews  are  being  conducted  in  New  York  by  Professor 
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Zanelli"  emd  that  Barsella  "has  not  heard  of  any  further 
difficulties  or  problems  with  the  interviews." 

According  to  a  neaorandun  prepared  by  Barsella,  Zanelli 
and  Barsella,  during  the  July  19,  1991,  meeting  at  DOJ,  again 
discussed  the  interview  situation.  Zanelli  stated  that  some 
members  of  the  Italian  Parliament  would  blame  the  United  States 
Government  for  the  failure  of  some  witnesses  to  voluntarily  come 
forth  for  interviews.  Zanelli  also  reiterated  what  he  had  told 
Barsella  on  May  31  that  he  may  resort  to  a  formal  treaty  request  to 
gain  access  to  the  witnesses.  After  some  discussion  with  Barsella, 
Zanelli  said  that  he  understood  that  his  preliminary  investigation 
may  not  qualify  for  assistance  under  the  treaty,  but  that  he  felt 
obliged  to  make  the  request  in  any  event. 

On  July  25,  1991,  apparently  having  been  prompted  by  a 
letter  from  Zanelli  suggesting  otherwise,  McKenzie  informed  Arena 
that  she  had  "told  all  witnesses  and/or  their  latryers  that  they 
were  free  to  talk  with  whomever  they  want  and  they  are  free  not  to 
talk,  if  they  don't  want  to." 

On  August  2,  1992,  Maloney  wrote  to  Zanelli  stating,  in 
part,  that  Barsella  had  informed  him  (Maloney)  of  Zanelli *s 
"disappointment  that  certain  potential  witnesses  in  the  BNL  matter 
did  not  accept  [Zanelli's]  invitation"  to  be  interviewed.  Maloney 
"assured"  Zanelli  "that  any  decisions  by  these  witnesses  not  to  be 
interviewed  were  their  otm."  Maloney  went  on  to  state  that  the 
"Justice  Department  cannot  instruct  any  witness  to  speak,  or  not  to 
speak  with  a  third  party.  That  is  a  decision  that  witnesses  must 
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make  on  their  o*m,  with  the  advice  of  their  attorneys."  Maloney 
invited  Zanelli  to  contact  McKenzie  to  get  a  listing  of  attorneys 
representing  witnesses  "to  discuss  [with  them]  the  possibility  of 
questioning"  their  clients.  Maloney  also  noted  that  he  understood 
that  Zanelli  contemplated  filing  a  treaty  request  to  seek 
assistance  in  compelling  the  appearance  of  witnesses  at  interviews. 
Maloney  stated  that  "[i]n  all  likelihood,  a  request  from  your 
investigative  commission  could  not  be  entertained  under  the 
treaty."  Maloney  also  reminded  Zanelli  that  DOJ  "remains  willing 
to  assist  your  investigation  to  the  extent  such  assistance  is 
authorized  by  United  States  law." 

On  August  23,  1991,  Zanelli  wrote  to  Maloney 
acknowledging  his  August  2  letter  and  stating  that  he  (Zanelli)  had 
a  list  of  attorneys  amd  their  clients  whom  the  Italian  Committee 
might  be  interested  in  contacting.  Zanelli  informed  Maloney  that 
he  would  "check  the  list"  with  McKenzie.  Zanelli  also  confirmed 
"the  xinderstanding  that  any  potential  witness  would  be  clearly 
advised  of  the  nature  of  our  investigation  as  unrelated  to  the 
activities  of  [OOJ]  and  not  conducive  to  any  sort  of  consideration 
of  immunity." 

During  the  next  few  months,  McKenzie  and  Zanelli 
corresponded  and  McKenzie  supplied  Zanelli  information  concerning 
certain  documents.  In  a  letter  dated  December  18,  1991,  McKenzie 
offered  to  discuss  any  concern  Zanelli  may  have  with  respect  to 
access  to  documents. 

In  response  to  a  treaty  request,  certain  materials  were 
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sent  to  the  Italian  Coanittee  on  Februaxy  13,  1992,  under  cover  of 

letter  fron  Barsella.   Grand  Jury  aaterial  was  not  sent,  and 

Barsella  stated  that  to  the  extent  Grand  Jury  material  is  disclosed 

during  the  trial  "it  will  then  become  accessible."   Subsequently, 

Clark  and  Maloney  exchanged  E-Mail,  commenting  that  the  preliminary 

Italian  Senate  Report  was  "off  base"  in  its  allegations  that  United 

States  prosecutors  interfered  with  the  Italian  investigation. 

Finally,  on  March  4,  1992,  Arena  %n:ote  to  Egrego  Dott 

Palmieri  returning  the  treaty  request,  noting  that  "the  Mutual 

Legal  Assistance  Treaty  in  Force  between  our  two  countries  was 

never  intended  to  be  used  on  behalf  of,  and  we  will  not  grant 

assistance  \inder  the  treaty  for  use  by,  legislative  bodies."  Arena 

further  stated: 

Although  the  Department  of  Justice  has  no 
obligation  under  the  treaty  to  render 
assistance  to  the  parliamentary  commission, 
members  of  the  Department  have  met  with  the 
special  counsel  for  the  commission.  Professor 
Enrico  Zanelli,  on  a  number  of  occasions  over 
the  last  year,  including  a  meeting  in  October 
attended  by  Deputy  Assistant  Attorney  General 
Paul  Maloney,  Professor  Zanelli,  and  several 
senators  %fho  are  members  of  the  Parliamentary 
Commission.  All  members  of  the  Department 
have  continuously  expressed  to  the  commission 
their  willingness  to  assist  the  comaission's 
work  in  whatever  way  they  can  without 
jeopardizing  the  criminal  case  that  is 
currently  pending  in  Atlanta.  Indeed,  over 
the  last  year.  Prof.  Zanelli  has  regularly 
asked  the  prosecutor  in  Atlemta  for  assistance 
regarding  documents  and  transactions  that  have 
been  examined  in  the  course  of  the  Atlanta 
investigation.  On  every  occasion,  the 
prosecutor  attempted  to  provide  Prof.  Zanelli 
with  the  requested  information  within  the 
constraints  of  our  laws,  such  as  the  law  that 
imposes  secrecy  upon  information  by  a  grand 
jury. 
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Based  upon  this  background,  thare  is  no  reasonable  basis 
to  conclude  that  either  DOJ  or  the  USAO  interfered  with  the 
Italians'  access  to  witnesses  or  documents.  While  concern  was 
expressed  with  the  interviews  Zanelli  was  proposing,  DOJ 
representatives  repeatedly  made  it  clear  that  they  could  not  stop 
Zanelli  from  proceeding.  The  DOJ  requested  certain  procedures  to 
protect  the  USAO's  prosecution,  which  Zanelli,  for  the  most  part, 
aqread  to.  In  addition,  the  names  of  the  attorneys  representing 
defendants  and  witnesses  were  offered  to  Zanelli  so  that  he  could 
contact  them  to  try  to  arrange  interviews.  Lastly,  even  though  the 
Italian  treaty  request  was  ultimately  rejected  as  without  basis, 
documents  were  still  provided  to  the  Italian  Committee. 

I  conclude  that  there  are  no  reasonable  grounds  to 
conduct  a  further  investigation  in  this  matter.  The  USAO 
cooperated  with  the  Italians  beyond  trtiat  %nis  required  of  them. 
There  is  no  suggestion  of  criminal  activity  in  this  behavior. 

3.    The  Alleged  DOJ  Bhreddina  Inciaent 

On  November  6,  1992,  I  received  a  letter,  via  facsimile, 
from  Bobby  Lee  Cook,  former  counsel  for  Drogoul,  informing  me  of  a 
possible  incident  of  BNL  document  shredding  at  the  "Security 
Division"  of  DOJ.  Cook  had  received  a  telephone  call  from  Robert 
Fricker  ("Pricker")  of  the  ABA  Journal,  ^parently  Pricker  heard 
from  a  fellow  journalist,  who  allegedly  had  been  contacted  by  a  DOJ 
employee,  that  individuals  in  the  "Security  Division"  were 
shredding  BNL  documents. 

In  response  to  this  information  I  immediately  asked  the 
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FBI  to  interview  Fricker.   That  sane  day,  November  6,  an  FBI  agent 

located  Friclcer  in  the  passenger  lobby  of  the  San  Antonio 

International  Airport  during  a  layover  on  his  flight  fron  Chicago 

to  Monterrey,  Mexico.    At  that  tine,  Fricker  agreed  to  be 

interviewed  there.   Although  he  refused  to  identify  his  source, 

Fricker  explained  that  on  a  scale  of  one  to  ten,  the  veracity  of 

his  source  of  information  was  a  "five."   Fricker  has  still  been 

unable  to  further  verify  this  information,  as  of  the  most  recent 

FBI  contact  with  him.  Additional  FBI  investigation  into  the  matter 

has  indicated  that  there  was  no  truth  to  this  report. 

In  light  of  the  foregoing  I  see  no  need  to  further 

investigate  this  issue.   I  have  returned  the  FBI's  memorandum  of 

interviews  and  other  documentation. 

B.   Allegations  of  Improprieties 

outside  the  Juatioe  Department 


1.   Alleged  Department  Of  Cemmeroe  Zmproprletiea 

On  October  30,  1992,  I  received  a  letter  from  Senator 
Donald  W.  Riegle,  Jr.,  Chairman,  United  States  Senate  Committee  on 
Banking,  Housing,  and  Urban  Affairs,  requesting  that  I  recommend 
the  appointment  of  a  "statutory  Independent  Counsel  to  investigate 
and  prosecute  possible  violations  of  law,"  by  the  Department  of 
Commerce  and  its  Under  Secretary  for  Export  Administration,  Dennis 
Kloske.  (Letter  from  Sen.  Riegle  to  Frederick  B.  Lacey,  dated 
October  30,  1992.)  These  allegations  concern  the  alleged 
alteration  of  copies  of  export  license  documents  provided  to  the 
Commerce,  Consumer  and  Monetary  Affairs  Subcommittee  of  the  House 
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CoBUBltte*  on  Govemaent  Operations  (th«  "BaxTiard  Subcommittee")  in 
response  to  an  October  1990  request  by  Representative  Doug  Barnard, 
Jr. ,  Chairman,  for  information  on  the  licensing  of  exports  of  dual 
use  goods  to  Iraq. 

In  responding  to  Representative  Barnard,  persons  in  the 
Commerce  Department  under  the  direction  of  Kloslce  obtained  a 
computer  printout  from  the  Commerce  Department's  database  system. 
The  printout  contained  entries  for  export  licenses  which  described 
the  products  involved  as  "military  vehicles'*  or  "vehicles  designed 
for  military  use."  Before  the  printout  was  sent  to  the  Barnard 
Subcommittee,  Kloske  ordered  the  description  of  the  trucks  to  be 
altered,  deleting  the  word  "military"  from  the  description  and 
changing  the  entries  to  read  "commercial  utility  cargo  trucks," 
"commercial  utility  cargo  vehicles"  or  "vehicles." 

As  a  result  of  the  Barnard  Subcommittee  investigation 
into  these  alterations,  and  the  surrounding  publicity,  the  Commerce 
Department's  General  Counsel  requested  that  the  Commerce 
Department's  Inspector  General  review  the  matter.  On  June  4,  1991, 
the  Inspector  General  issued  his  report,  stating  that  information 
on  68  export  licenses  had  been  altered.  The  report  noted  that,  in 
several  instances,  the  alterations  were  "unjustified  and 
misleading."  (Commerce  Inspector  General's  Report,  dated  June  4, 
1991.) 

On  June  25,  1992,  Kloske  submitted  a  written  statement  to 
the  House  Judiciary  Committee  in  which  he  stated  that  he  changed 
the  description  of  the  trucks  "to  provide  Congress  with  a  more 
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accurate  description  of  the  vehicles  and  to  sake  clear  that  the 
Department  of  Comnerce  was  not  exceeding  its  jurisdiction  by 
licensing  the  export  of  combat  vehicles."  (See  Report  of  the 
Attorney  General  to  the  House  Committee  on  the  Judiciary,  dated 
August  10,  1992,  at  28.)  Numerous  witnesses,  however,  have 
questioned  Kloske's  alteration  of  the  truck  descriptions.   (id.l 

The  FBI  has  delivered  to  me  the  various  reports  of 
witness  interviews  and  Z  have  examined  the  file  in  this  matter. 
While  there  are  some  inconsistencies  in  the  witnesses'  statements, 
they  generally  support  Kloske's  version  of  events  and  his  stated 
reasons  for  changing  the  descriptions. 

However,  additional  material  from  Senator  Riegle  has  come 

to   my   attention   which,   in   my   opinion,   warrants   further 

investigation  into  this  matter.   In  his  November  25,  1992,  letter 

to  me.  Senator  Riegle  states: 

16  months  have  now  passed  since  the  Justice 
Department  began  to  review  a  formal  request  by 
House  Subcommittee  Chairmaui  Barnard  to  pursue 
apparent  criminal  activity  regarding  the 
Commerce  Department's  export  licensing 
practices  regarding  Iraq. 

As  mentioned  in  my  previous  letter,  certain 
export  licenses  of  sensitive  materials  to  Iraq 
were  later  altered  by  the  Coaaerce  Department 
and  then  formally  submitted  to  Congress  in  a 
falsified  form. 

The  Inspector  General  at  the  Commerce 
Department  has  already  determined  that  certain 
of  those  document  alterations  were 
unjustified.  With  these  facts  now  knoim  it 
seems  to  me  that  at  least  three  specific 
criminal  statutes  appear  to  have  been 
violated. 
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After  discussing  the  background  of  Kloske's  changes  to 

the  truck  description,  Senator  Riegle  next  refers  to  another 

document  formally  submitted  to  Congress  by  the  Commerce  Department 

"in  a  falsified  form." 

I  have  enclosed  one  such  document  alteration 
so  it  is  clear  what  took  place.  In  this 
instance.  Commerce  Department  officials 
deleted  the  words:  "According  to  our 
information  the  end-user  is  involved  in 
military  matters."  This  deliberate  and 
willful  deletion  concealed  from  the  Congress 
the  fact  this  shipment  was  made  to  a  military 
end-user  in  Iraq. 

The  document  referred  to  in  the  foregoing  quotation  deals 

with  a  shipment  of  equipment  from  the  Hewlett-Packard  Company  to 

the  Salam  Al  Din  Estaiblishment.   The  original  version  of  the 

document  provides: 

ECCM-1531-FREQ. SYNTHESIZERS  t  EQUIP. 
CONTAINING  (SPECIF.)  ENDUSE:  ACCORDING  TO  OUR 
INFORMATION  THE  END-USER  IS  INVOLVED  IN 
MILITARY  MATTERS.  ENDUSE  INFORMATION:  THE 
ORDERED  PRODUCTS  WILL  BE  USED  IN  CALIBRATING, 
ADJUSTING  AND  TESTING  ON  A  SURVEILLANCE  RADAR 
SUPPLIED  BY  THOMSON. 

In  the  version  submitted  to  Congress,  the  Commerce  Department 

deleted  the  words  "according  to  our  information  the  end-use  is 

involved  in  military  matters,"  so  that  the  document  appeared  as 

follows: 

BCCM- 15 3 1-PREQ. SYNTHESIZERS  «  EQUIP. 
CONTAINING  (SPECIF.)  ENDUSE:  THE  ORDERED 
PRODUCTS  HILL  BE  USED  IN  CALIBRATING, 
ADJUSTING  AND  TESTING  ON  A  SURVEILLANCE  RADAR 
SUPPLIED  BY  THOMSON. 

Senator  Riegle  also  enclosed  a  copy  of  a  memorandum  from 

Iain  S.  Baird  to  John  Young  (cc:  Robert  Kugelman  and  Jack  Floyd), 
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dated  March  22,  1991.   The  memorandum  notes: 

During  the  recent  "crash"  project  in  producing 
a  "sanitized"  copy  of  the  Iraqi  license 
printouts,  a  member  of  your  staff  was 
instrumental  in  assisting  OEL  in  completing 
this  task:  ....  [He]  worked  long  after  the 
end  of  his  work  day  to  assist  my  staff  in 
producing  the  necessary  information. 
[His]  efforts  made  it  possible  for  us  to  meet 
the  time  frame  requested  by  Under  Secretary 
Kloske  .... 

Upon  receipt  of  Senator  Riegle's  November  25  letter,  I 
immediately  requested  interviews  or  reinterviews  of  Baird,  Young, 
Kugelman  and  Floyd.  Although  Kloske  is  no  longer  with  the 
Department  of  Commerce,  I  asked  the  FBI  to  reinterview  him 
regarding  the  alteration  to  the  Hewlett-Packard  export  license. 
On  December  3  and  4,  1992,  the  FBI  reinterviewed  Baird  and  Young 
and  interviewed  Floyd  and  Kingham  Khamvongsa,  a  Department  of 
Commerce  computer  specialist.  The  FBI  has  attempted,  on  numerous 
occasions,  to  contact  Kloske  but  has  been  unable  to  do  so.  A  final 
unsuccessful  attempt  was  made  on  December  7,  1992. 

I  have  reviewed  the  FBI's  records  of  these  interviews  and 
note  that  Baird  and  Floyd  explain  that  the  Department  of  CoBnerce's 
Export  Regulations,  covering  proprietary  business  information, 
prohibit  the  release  of  exporter  and  consignee  identifications. 
Whether  the  removal  of  the  phrase  "according  to  our  information  the 
end-user  is  involved  in  military  matters"  is  an  appropriate 
deletion  is  an  issue  which  must  be  resolved. 

Since  it  is  now  clear  that  Kloske 's  alteration  was  not 
the  only  alteration  in  the  printout  before  it  went  to  the  Barnard 
Subcommittee,  and  in  light  of  the  Baird  meaorandum,  I  cannot  say, 
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on  this  infomation,  that  I  hav*  cl*ar  and  convincing  avidance  that 
no  inpropar  motiva  axistad.  I  beliava  that  furthar  invaatigation 
into  this  mattar  is  nacassary. 

a.    Xllatyad  BhraddiBg  Of  BML-Ralatad  Dooimanta  at  ffgpj^ 

Following  my  appointaant  as  Indapandant  Counsal,  Z 
laaxTiad  of  allagations  that  docunants  ralating  to  tha  involvaaant 
of  tha  USDA  in  tha  CCC  guaranteed  loan  program  to  Iraq  wara  baing 
shreddad  by  USDA  amployaas.  I  inmadiataly  callad  tha  FBI  and 
laamad  that  Director  Sessions  already  had  agents  inveatigating  the 
matter.  I  have  reviewed  the  reports  of  the  FBI's  investigation, 
and  it  appears  that  tha  docximants  which  were  shredded  were 
unrelated  to  tha  BNL  investigation;  indeed,  there  does  not  appear 
to  be  any  violation  of  federal  law. 

This  mattar  is  accurately  suaBarizad  in  a  November  28, 
1992  memorandum  prepared  by  tha  FBI  Special  Agent  who  conducted  the 
investigation.  I  will  draw  from  that  memorandum  in  tha  following 
section. 

On  October  27,  1992,  the  Inspector  General's  Office  and 
Secretary  of  Agriculture  of  the  USDA  was  notified  of  three  separata 
inqpiiries  from  Congressional  committees  into  tha  alleged 
destruction  of  documents  by  Dr.  Sarita  Schotta,  Deputy 
Administrator,  Agricultural  Stabilization  and  Conservation  Service 
(the  "Conservation  Sarvlca") ,  and  her  staff. 

From  Octobar  27  to  29,  1992,  Special  Agents  of  the 
Inspector  General  conducted  interviews  of  USDA  employees  to 
determine  tha  validity  of  these  allagations.   These  interviews 
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showed  that  no  USDA  employee  had  shredded,  removed  or  destroyed 
documents  relating  to  USDA's  Involvement  in  the  BNL  matter.  The 
only  documents  shredded  were  Or.  Schotta's  draft  responses  to  a 
September  1992  Audit  Report  prepared  by  the  Inspector  General  on 
the  Conservation  Service.  Drafts  of  Dr.  Schotta's  response  to  the 
Audit  Report  were  circulated  for  review  to  personnel  within  the 
Conservation  Service  and  other  departments  within  the  USDA.  When 
a  subsequent  draft  was  distributed,  the  earlier  draft  was  retrieved 
and  shredded  as  a  means  of  document  control.  Dr.  Schotta  explained 
that  the  shredding  of  the  earlier  drafts  followed  normal  procedures 
for  her  office.  Since  June  1992,  a  shredder  had  been  maintained 
within  Dr.  Schotta's  office  space. 

A  portion  of  the  Inspector  General's  Audit  Report  was 
critical  of  certain  procurement  practices  of  the  Conservation 
Service,  specifically  the  hiring  of  a  firm  to  process  complex 
claims  from  American  banks  that  had  made  guaranteed  loans  to  Iraq 
through  the  CCC  program.  The  audit  report  indicated  that  the 
Conservation  Service  should  have  allowed  competitive  bidding  on  the 
contract  to  process  the  claims  rather  than  hiring  the  firm  on  a 
monthly  purchase  order  basis. 

Dr.  Schotta's  response  to  the  Audit  Report  included  a 
portion  defending  the  hiring  of  the  firm  on  a  purchase  order  basis 
as  a  means  of  preventing  interest  penalties  on  the  banlcs*  claims. 
Dr.  Schotta's  response  indicated  that  placing  the  contract  to 
handle  the  claims  vinder  competitive  bidding  would  have  caused  a 
delay,  resulting  in  the  imposition  of  penalties  and  interest  that 
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could  hav*  aaountttd  to  Billions  of  dollars.  Tho  only  portion  of 
Dr.  Schotta's  raspons*  that  had  anything  to  do  with  ths  BNL  aattar 
was  the  hiring  of  this  fim.  othsr  portions  of  ths  report 
concerned  unrelated  issues  such  as  travel,  training,  personnel,  and 
other  procurement  Batters. 

The  USDA  Inspector  General  investigated  not  only  the 
allegations  concerning  the  shredding  of  saterial  by  Dr.  Schotta  and 
her  staff,  but  also  allegations  that  shredding  had  gone  on  in  other 
units  or  offices  of  the  USDA.  The  Inspector  General  found  that  the 
allegations  were  unfounded  and  deterained,  following  a  physical 
review  of  all  of  the  Iraqi  docunents,  that  all  these  docuaents  were 
accounted  for. 

The  Inspector  General's  review  of  Dr.  Schotta's  earlier 
draft  responses  to  the  Audit  Report  (the  earlier  drafts  had  been 
retained  by  the  Inspector  General) ,  also  revealed  that  the  changes 
that  Dr.  Schotta  aade  were  graanatical,  and/ or  stylistic  in  nature, 
«md  not  factual  or  substantive. 

In  addition,  it  was  learned  that  John  A.  Stevenson, 
Associate  AdMinistrator  at  the  Conservation  Service,  upon  hearing 
of  the  shredding  allegations,  confiscated  not  only  the  shredder 
from  Dr.  Schotta's  office,  but  shredders  froa  other  units  and 
offices  in  the  USDA.  In  addition,  Stevenson  confiscated  six  saall 
garbage  bags  containing  the  aaterials  shredded  by  Dr.  Schotta  and 
her  staff. 

The  FBI  also  interviewed  Dr.  Schotta's  husbcmd,  Charles 
Schotta,  Deputy  Assistant  Secretary,  Departaent  of  the  Treasxiry, 
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who  stated  that  he  had  no  knowledge  of  the  incident.   i  have 
returned  to  the  FBI  its  Denorandun  in  this  matter. 
C.    Miscellaneau*  XlleaatioBe 

1.  The  Alleged  Conaeetion  Between  BVL  And  Bank  Of 
credit  And  Co—eree  latematieB*!  ("BCCI'H 

During  the  course  of  the  FBI/DOJ  Task  Force  investigation 

concerning  BCCI,  periodic  media  allegations  appeared  linking  BCCI 

with  BNL.    I  have  determined  that  there  was  a  BNL-BCCI 

correspondent  banking  relationship.  This  relationship  appeared  to 

have  been  consistent  with  the  correspondent  relationships  both 

banks  maintained  with  numerous  other  banks.  I  have  also  determined 

that  the  investigation  to  date  has  developed  no  evidence 

identifying  criminal  activities  based  on  the  relationship  between 

the  two  banks. 

2.  Kissinger  Assoeiatee 

Representative  Gonzalez  and  some  of  the  media  have 
suggested  that  Henry  Kissinger  ("Kissinger") ,  his  consulting  firm, 
Kissinger  Associates,  Inc.  ("Kissinger  Associates") ,  and  two  former 
Kissinger  Associates  directors,  Latrrence  S.  Eagleburger 
("Eagleburger")  and  Brent  Scowcroft  ("Scowcroft")  combined  their 
public  posts  and  private  positions  to  "coverup"  the  BNL  scandal. 

Kissinger  served  as  President  Nixon's  National  Security 
Advisor  and  subsequently  as  his  Secretary  of  State.  In  1989, 
Kissinger  was  appointed  as  a  member  of  the  President's  Foreign 
Intelligence  Advisory  Board.  Kissinger  Associates  was  founded  in 
1982  and  analyzes  international  political,  economic  and  social 
trends  to  help  clients  make  business  decisions  about  operations  in 
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foreign  countrl«a.  tefor*  joining  President  Buah's  administration 
as  National  Sacurity  Advisor  and  h«ad  of  the  NSC  in  January  1989, 
Scowcroft  served  as  Vice  President  of  Kissinger  Associates  and 
headed  its  Washington,  D.C.  office.  Prior  to  assuaing  his  position 
as  Deputy  Secretary  of  State  in  1989,  Eagleburger,  like  Scowcroft, 
worked  for  Kissinger  Associates,  and  served  as  its  President. 
During  their  eaployaent  with  Kissinger  Associates,  BNL  was  a  client 
of  that  consulting  fim. 

It  is  clear  that,  while  at  Kissinger  Associates, 
Scowcroft  and  Eagleburger  cane  into  contact  with  BNL  aanagenent. 
I  have  seen  nothing,  however,  to  suggest  that  they  knew  of  BNL- 
Atlanta's  wrongful  loans  to  Iraq  or  influenced  the  prosecution  of 
this  matter. 

3.  The  Appointaent  Aad  Keousal  Of  Joseph  D.  Whitley 
The  fact  that  Joseph  D.  Whitley  was  appointed  United 
States  Attorney  for  the  Northern  District  of  Georgia  has  been 
criticized  because  his  former  law  firm  had,  at  one  time, 
represented  Matrix-Churchill.  In  fact,  Mr.  Whitley  became  Acting 
United  States  Attorney  on  June  1,  1990,  and  verbally  recused 
himself  from  the  BNL  case  the  same  day.  A  week  later  his  recusal 
was  confirmed  by  a  %rritten  memorandum.  Thereafter,  Mr.  Whitley  was 
confirmed  by  the  United  States  Senate  and  appointed  by  the 
President  on  August  4  and  August  7,  1990,  respectively.  He  took 
the  oath  of  office  on  September  1,  1990.  Thus,  all  the  facts  that 
critics  point  to  were  available  at  the  time  the  United  States 
Senate  confirmed  him.  Presumably,  the  background  investigation  and 
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Senate  confinaation  process  would  have  aired  any  nalfeasance  had 
Mr.  Whitley  engaged  in  any  impropriety  or  participated  in  a  "cover 
up."   I  see  no  reason  to  pursue  these  allegations  further. 
XZ.   THB  DKCIAflSiriBD  BWL  CABLB  8TORT 

In  Part  II  of  ny  Report,  I  deal  with  the  allegations  that 
intelligence  infomation  was  withheld  from,  or  misrepresented  to, 
Judge  Shoob  or  the  USAO  in  the  BNL  matter.  My  analysis  requires  a 
detailed  discussion  of  many  classified  materials.  Thus,  I  have 
designated  Part  II  as  "Top  Secret  -  Codeword"  for  present  purposes 
to  avoid  any  inadvertent  unlawful  disclosure. ^^'  What  follows  is 
an  unclassified  summary  of  Part  II. 

A.    DOJ  Requests  for  Intellioenee  Information  -  1990 

The  USAO  first  asked  for  assistance  in  collecting  certain 
information  in  December  1989,  when  McKenzle  wrote  to  Molly  Worlow 
of  the  DOJ's  Office  of  International  Affairs.  Initially,  there  was 
confusion  about  whether  the  attorneys  at  DOJ  or  those  at  the  USAO 
were  to  be  responsible  for  making  these  requests.  By  July  1990, 
however,  the  DOJ  had  agreed  to  assxime  responsibility  for  requesting 
and  gathering  intelligence  information  sought  by  the  USAO,  or  at 
least  so  the  latter  understood. 

In  August,  and  again  in  October  1992,  Theodore  Greenberg 
at  DOJ  sent  requests  to  all  the  U.S.  intelligence  agencies.  Based 
on  his  prior  experience,  Greenberg  deliberately  f reused  very  broad 


^^*   I  have  requested  of  Attorney  General  Barr  that  the  usual 
arrangements  be  made  for  review  by  intelligence  review  persons  of 
Part  II  of  my  Report  in  order  to  classify  each  page  more 
specifically. 
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requests  to  ensur*  that  DOJ  obtained,  aaong  other  things,  any 
intelligence  information  on  the  subjects  of  whether  BNL-Rome  had 
contemporaneous  knowledge  of  BNL-Atlanta ■ s  unauthorized  loans  to 
Iraq,  and  whether  the  U.S.  intelligence  agencies  themselves  had 
contemporaneous  knowledge  of,  or  involvement  in,  those  unauthorized 
loans.  He  stated  that  the  DOJ  was  primarily  interested  in 
receiving  this  information  to  ascertain  whether  Drogoul  might  have 
a  "greymail"  defense  —  that  the  United  States  government  had 
endorsed  his  misconduct  —  since  Greenberg  believed  the  subject  of 
whether  "BNL-Rome  knew"  was  being  addressed  in  depth  on  other 
fronts,  as  discussed  previously  in  this  Report. 

From  October  through  December  1990,  the  intelligence 
agencies  produced  substantial  amounts  of  materials  in  response  to 
these  requests,  including  10  cables  or  "reports"^^  that  contained 
information  suggesting  that  "Bin>Rome  knew."  I  have  seen  some 
evidence  that  Greenberg  and  Peter  Clark  at  DOJ  reviewed  some,  if 
not  all,  of  the  intelligence  materials  when  they  were  first 
produced,  including  a  few  of  the  reports  on  the  subject  of  trtiether 
"BNL-Rome  knew."  However,  there  is  no  written  record  of  who,  in 
fact,  reviewed  these  materials,  precisely  %rhat  was  found,  %fhat  was 
done  to  analyze  and  follow  up  on  the  information,  or  what 
conclusions  were  ultimately  drawn.  The  two  persons  who  appear  to 
have  been  involved  (Clark  and  Greenberg)  have  only  hazy 
recollections  on  these  subjects. 


^^   The  Intelligence  Comorunity  commonly  refers  to  its  cables, 
which  are  typically  one  or  two-page  messages,  as  "reports." 
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Clark  stated  that  he  believed  the  intelligence 
information  was  not  particularly  probative  and  that  it  created  no 
leads  that  had  not  already  been  explored.  Clark  also  stated  that 
tie  conveyed  his  views  to  the  USAO,  and  that  he  suggested  that  the 
JSAO  should  review  this  information.  The  USAO  learned,  based  on 
their  communications  with  Clark,  that  there  was  no  intelligence 
information  of  value  to  the  case.  Classified  docximents  were 
reviewed  by  USDA's  Arthur  Wade  in  December  1990  or  January  1991, 
and  again  by  Wade  and  U.S.  Customs  Agent  Richard  Horton  on 
September  13,  1991.  McKenzie  and  Chartash  reviewed  all  the  cables 
with  Wade  in  Washington  on  April  30,  1992. 

What  is  clear  is  that  the  decision  to  treat  BNL-Rome  as 

a  "victim"  of  BNL-Atlanta's  "off-book"  loans  in  the  Indictment 

returned  in  February  1991  was  the  result  of  direct  evidence 

gathered  by  the  DOJ,   USAO,   and  its  Task  Force  during  the 

investigation  and  Grand  Jury  process.   In  my  opinion,  the  decision 

was  not  influenced  by  the  reports  gathered  from  the  intelligence 

agencies,  except  to  the  extent  that  the  DOJ  and  the  USAO  viewed  the 

aibsence  of  contradictory  information  in  the  reports  as  tending  to 

confirm  the  USAO's  theory  that  BNL-Rome  "had  not  kno%m." 

B.   DiaseainatioB  Of  The  iBtelligeaoe  lafexBation  B7  The 
DOJ  And  The  ni   —  1969   Through  1991 

It  is  important  to  note  that  the  DOJ  and  the  FBI  were 

receiving  some  of  this  intelligence  information  through  normal 

dissemination  channels  as  early  as  1989.   The  DOJ  received  one 

report  in  April  1990  discussing  whether  "BNL-Rome  knew,"  and  FBI 

headquarters  received  four  intelligence  reports  on  this  subject 
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(two  In  October  1989,  and  on*  aach  In  January  1990,  and  April 
1990) .  Thre*  of  th«s«  reports  war*  routad  to  tha  Task  Forca  In 
Atlanta.  Although  in  ny  viaw  tha  systea  for  dissaainatinq  thasa 
raports  is  inadaquata,  particularly  at  DOJ,  I  hava  saan  no 
indication  that  dissaaination  channels  wara  dalibarataly  blocked  to 
prevent  the  DOJ  or  the  USAO  tram  reviewing  any  intelligence 
information. 

C.    Bventa  In  fn^nJnV   IiT»2 

On  September  1,  1992,  Ellen  Meltzer  at  DOJ  drafted 
letters  to  certain  U.S.  intelligence  agencies  asking  again  for 
information  about  whether  "BNL-Rome  knew,"  and  whether  the  agencies 
had  any  contemporaneous  involvement  in  or  knowledge  of  BNL- 
Atlanta's  activities.  In  particular.  Question  8  in  these  letters 
asked  whether  the  Intelligence  Community  had  "any  information"  that 
BNL-Rome  was  "aware"  of  BKL-Atlanta ' s  "illegal  activities." 
Kueller  at  DOJ  stated  that  he  wanted  to  follow  rxp  "every  lead"  on 
this  issue  before  Drogoul's  sentencing  hearing  ^ich  had  been  set 
to  begin  on  September  14. 

The  intelligence  agencies  responded  by  letter  several 
days  later.  The  CIA's  declassified  response  to  Question  8  stated 
only  that  the  agency  had  "publicly  available  information"  that  BNI<- 
Rome  knew,  but  contained  no  reference  to  any  private  source 
information.  Meltzer  questioned  this  response  in  a  conversation 
with  Urgenson  on  September  4,  and  then  asked  Brinkac  at  DOJ  to 
follow  this  up  with  the  CIA.  It  is  unclear  whether  this  was  ever 
done.   There  is  no  record  indicating  that  anyone  checked  this 
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response  against  the  information  already  in  the  DOJ's  files. 

Nonetheless,  Meltzer  and  the  USAO  relied  on  the  CIA's 
negative  statement  in  preparing  the  Sentencing  Memorandum  for  the 
Court  on  September  11.  That  Memorandum  stated  that  "no  credible 
evidence"  existed  to  support  the  suggestion  that  BNL-Rome  and  U.S. 
intelligence  agencies  )cnew  of  Drogoul's  unauthorized  loan  activity. 

The  accuracy  of  the  CIA's  response  to  Question  8  was 
called  into  question  on  September  14,  the  day  the  Drogoul 
sentencing  hearing  began.  Representative  Gonzalez  issued  a  press 
release  stating  that  he  had  a  classified  CIA  Summary  that  expressly 
stated  that  BNL-Romc  was  "witting"  (or  aware)  of  BNL-Atlanta ' s 
"activities. "^^^  Representative  Gonzalez  interpreted  this 
information  in  the  CIA  Summary  to  be  "in  direct  conflict  with  the 
Justice  Department's  prosecutorial  theory  which  fingers  BNL-Atlanta 
as  a  rogue  operation,  operating  independently  of  BNL's  Rome 
headquarters."  At  the  same  time  that  the  press  release  was  issued, 
Drogoul's  lawyer  was  arguing  in  the  sentencing  hearing  that  U.S. 
intelligence  agencies  had  ]cno%m  all  along  of  BNL-Atlanta ' s 
activities,  and  supported  them. 

The  USAO  attorneys  (and  DOJ  as  well)  were  surprised  by 
Representative  Gonzalez'  press  release,  because  they  had  never  seen 
the  Summary  provided  by  the  CIA  to  Congress  in  October  1991,  and 
did  not  think  there  was  any  other  intelligence  information  that 


^'^   Representative  Gonzalez  had  learned  of  this  information  bacX 
in  October  1991,  irtien  his  staff  had  reviewed  and  taken  notes  on  a 
summary  of  intelligence  information  that  the  CIA  prepared  in 
response  to  a  subpoena  by  the  Gonzalez  Committee. 
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would  support  R«pr«s«ntativ«  Gonzalez'  claims.  Alaost  laasdiatsly, 
th«y  rscelvsd  a  copy  of  ths  Summary  and  ths  intslllganca  reports  it 
was  based  on,  and  proceeded  to  study  those  documents.  After  their 
review,  they  noted  that  the  Summary  did  not  say  expressly  that  BML- 
Rome  officers  knew  contemporaneously  of  "illegal"  activities  at 
BNL-Atlanta,  but  instead  was  aabiguous  as  to  what  "activities"  BNL- 
Roae  was  purportedly  aware  of.  They  further  detemined  that  even 
if  the  Suaaary  could  be  read  to  say  that  "BHL-Rome  knew,"  the 
reports  underlying  the  Summary  contained  no  fim  information  that 
supported  that  inference;  rather,  the  reports  were  based  on  press 
reports,  speculation,  or  information  already  investigated  and  found 
to  be  either  inaccurate  or  inapposite. 

After  conducting  their  review,  the  DOJ  attorneys  decided 
that  some  explanation  in  response  to  Representative  Gonzalez'  press 
release  was  necessary.  They  undertook  to  provide  one  by  seeking  to 
declassify  the  letter  containing  the  CIA's  response  to  Question  8. 
They  also  asked  that  the  CIA  provide  a  statement  for  a  press 
release  to  explain  trhat  they  viewed  as  an  inconsistency  between 
Representative  Gonzalez'  interpretation  of  the  Susnary  and  the 
actual  intelligence  information  in  the  reports  underlying  that 
Suimary. 

Two  of  the  CIA's  lawyers,  David  Holmes  and  George 
Jameson,  were  not  entirely  comfortable  with  the  idea  of  releasing 
to  the  public  the  letter  containing  the  CIA's  response  to  Question 
8.  In  particular,  they  were  concerned  that  the  CIA's  reference 
only  to  "publicly  available"  information  was  incoi^lete  in  view  of 
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Representative  Gonzalez'  press  release,  and  that  some  changes 
should  be  made  to  the  response.  However,  according  to  the  CIA, 
Laurence  Urgenson  at  DOJ  "strongly  advised"  Jauneson  that  no  changes 
be  made  to  the  response,  and  that  any  changes  would  have  to  be 
accompanied  by  a  full  explanation.  Holmes  emd  Jameson  then  agreed 
to  declassify  and  release  their  letter  without  any  change  in  the 
response  to  Question  8  in  order  to  be  "consistent."  The  CIA  denied 
being  pressured  by  Urgenson. 

The  letter  was  ultimately  released  on  September  17,  1992. 
Neither  the  DOJ  nor  the  USAO  thought  that  the  letter  was  inaccurate 
or  misleading  at  the  time.  Urgenson  and  others  at  the  DOJ  stated 
that  they  expected  the  CIA  also  to  issue  a  statement  that 
"corrected"  the  conclusion  in  the  Summary.  It  has  been  reported 
that  the  CIA  later  said  that  the  letter  was  incoi^lete  and 
misleading,  but  Urgenson  states  that  this  was  not  the  view  of 
Holmes  and  Jameson  on  September  17. 

Holmes  also  supervised  the  preparation  of  a  statement  by 

the  CIA,  to  be  Included  In  a  DOJ  press  release  that  the  DOJ  had 

requested.   That  statement  said  in  part: 

The  [DOJ]  believes  that  neither  the  summary 
nor  the  [underlying]  reports  permit  the 
definitive  conclusion  that  BNL-Rome  was  aware 
that  BNL-Atlanta  was  engaged  in  illegal 
activities  and  further  believes  that  the  CIA 
information  does  not  conflict  with  the 
prosecution's  theory  of  the  case. 

Kueller  at  the  DOJ  was  not  satisfied  with  this  statement. 

According  to  Holmes,  Mueller  called  the  statement  "laughable." 

Mueller  objected  to  the  suggestion  in  the  statement  that  the  CIA 
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Suaaary  and  th«  undarlying  reports  p«rvitt«d  any  conclusion  (1st 
alons  a  "dsflnitivs"  conclusion)  that  BNL-Robs  was  aware  of  any 
illegal  activities. 

Mueller  decided  that  the  stateaent  could  not  be  issued  as 
written,  and  directed  instead  that  the  Suomary  and  the  underlying 
reports  be  shoim  <n  nii»»ra  to  Judge  Shoob  in  Atlanta,  so  that  Judge 
Shoob  could  decide  for  himself  whether  this  infomation  was 
inconsistent  with  the  prosecution's  theory.  (Those  documents  were 
in  fact  given  to  Judge  Shoob  on  September  23.)^^  Mueller  did  not 
believe  that  he  was  concealing  important  information  by  withholding 
a  statement  he  viewed  as  inaccurate. 

On  September  21,  DOJ  and  CIA  representatives  met  to 
discuss  the  CIA  Summary.  At  that  time,  the  CIA  analyst  who 
prepared  the  Summary  acknowledged  that  it  was  ambiguous  as  to 
whether  BNL-Rome  was  aware  of  illegal  activities,  because  the 
underlying  reports  were  ambiguous. 
X.         laaXL  MiXLTaifl  AMD  COWCLDBIOMS 

Pursuant  to  the  Independent  Counsel  statute,  upon 
conclusion  of  my  preliminary  investigation, ^°  I  must  determine 


^^   The  Summary  and  the  reports  were  still  classified,  and  could 
not  be  released  to  the  public. 

^°   In  my  October  26,  1992,  letter  to  the  Attorney  General 
(Ex.  3)  in  trtiich  I  recoaaended  a  preliminary  investigation,  I  did 
not  distinguish  between  so-called  "covered**  persons,  defined  in 
28  U.S.C.  f  591(b),  and  non-covered  persons  referred  to  in 
§  591(c).  As  to  ■*covered  persons,**  the  Independent  Counsel 
statute  mandates  a  preliminary  investigation  when  ** information 
sufficient  to  constitute  grounds  to  investigate**  has  been 
received  (S  591  (a)).  As  to  persons  not  considered  **covered,**  a 
preliminary  investigation  is  discretionary  vmder  the  same 

(continued. . .) 
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whether  there  are  "reasonable  grounds  to  believe  that  further 
investigation"  of  potential  or  alleged  wrongdoing  prohibited  by 
federal  criminal  law  is  "warranted."  28  U.S.C.  §S  592(b)(1)  and 
592(c)(1)(A).  In  making  this  determination,  I  turn  to  the 
following  criminal  provisions  which  would  likely  be  considered  by 
a  Statutory  Independent  Counsel  if  appointed:  18  U.S.C.  §  1503;  18 
U.S.C.  §  1505,  and  18  U.S.C.  S  1001. 

As  set  forth  below,  each  of  these  criminal  statutes 
reguires  specific  conduct  performed  with  "mens  rea"  or  state  of 
mind.  The  Independent  Counsel  statute,  however,  only  permits  me  to 
determine  that  state  of  mind  is  lacking  if  I  can  find  that  there  is 
"clear  and  convincing  evidence"  of  its  absence.  28  U.S.C.  §  592 
(a)  (B)  (ii) .  The  statute  thus  creates  a  virtual  rebuttctble 
presumption  of  the  statutory  state  of  mind,  a  presximption  that  may 
be  rebutted  only  by  "clear  and  convincing  evidence." 

A.    la  p. B.C.  <1503 

Section  1503  generally  proscribes  the  obstruction  of  the 
"due  administration  of  justice,"  in  connection  with  a  judicial 
proceeding,  by  corrupt  endeavor.  The  use  of  the  ten  corruptly, 
together  with  the  term  endeavor,  "charges  an  intentional  act." 
united  States  v.  Haae.  583  F.2d  216  (5th  Cir.  1978),  fifiC£.  dfillisd. 


'^(...continued) 

circumstances.   In  his  October  27,  1992  letter  to  me,  in 
accepting  my  recommendation,  the  Attorney  General  asked:  (a)  that 
I  commence  such  preliminary  investigation,  and  (b)  that  I  attempt 
to  conclude  it  by  December  8,  1992,  six  days  before  expiration  of 
the  Independent  Counsel  statute.  As  a  review  of  this  Report 
reveals,  my  investigation  has  been  wide-ranging  and  has  included 
within  its  reach  both  individuals  considered  "covered"  persons  by 
the  statute  and  those  not  considered  "covered"  persons. 
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440  U.S.  981  (1979).  G«n«rally,  th«  Gov«mB«nt  auat  d«Bonstrat« 
that  the  person  charged  with  a  §  1503  offense  "taiowingly  and 
intentionally  undertook  an  action  fron  which  an  obstruction  of 
justice  was  a  reaaonablv  foreseeable  result."  United  states  v. 
ZnfiDAa,  916  F.2d  647,  651  (11th  Cir.  1990)  (citations  oaitted) 
(emphasis  added) . 

The  tern  "corruptly"  connotes  specific  intent.  See 
United  states  v.  Maehi.  811  F.2d  991,  996  (7th  Cir.  1987) 
("Corruptly  means  to  act  with  the  purpose  of  obstructing 
justice.");  United  States  v.  Part in.  552  F.2d  621,  641  (5th  Cir.), 
££££.  denied.  434  U.S.  903  (1977)  ("The  word  corruptly  means  a 
defendant  acted  with  improper  motive  or  with  bad  or  evil  or  wicked 
purpose.");  United  States  v.  Jeter.  775  P. 2d  670  (6th  Cir.  1985), 
SfiCt.  dsniJid.  475  U.S.  1142  (1986)  (Section  1503 's  mens  rea 
requirement  limits  the  scope  of  the  statute  to  persons  "who 
* corruptly'  or  intentionally  seek  to  obstruct  the  due 
administration  of  justice. ")^^ 


^^   Both  the  Fourth  and  Eleventh  Circuits  have  departed  somewhat 
from  the  specific  intent  requirement  as  framed  by  other  Circuits. 
A  recent  Eleventh  Circuit  decision,  defining  the  term 
"corruptly,"  constricted  the  specific  intent  element  as  follows: 

^Corruptly'  describes  the  specific  intent  of  the  crime 
and  can  vary  in  meaning  with  the  context  of  the  section 
1503  prosecution  ....   Although  the  government  is 
not  required  to  prove  that  the  defendant  had  the 
specific  purpose  of  obstructing  justice  ...  it  must 
estaJslish  that  the  conduct  was  prompted  at  least  in 
part,  by  a  corrupt  motive. 

United  States  v.  Thomas.  916  F.2d  647,  651  (11th  Cir.  1990) 
(citations  omitted) ;  aas  aISS  United  States  v.  Neiswender.  590 
F.2d  1269,  1274  (4th  Cir.),  cert,  denied.  441  U.S.  963  (1979) 

(continued. . .) 
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Th«  tern  "•ndcavor"  has  b««n  h«ld  to  describe  "any 
attempt  or  effort  to  obstruct  justice."  Thomas.  916  F.2d  at  651 
(citation  omitted);  United  States  v.  Buffalano.  727  F.2d  50,  53  {2d 
Cir.  1984)  (defining  endeavor  "as  'any  effort  or  essay  to 
accomplish  the  evil  purpose  that  the  statute  was  enacted  to 
prevent'")  (quoting  United  States  v.  Russell.  255  U.S.  138,  143 
(1921) ) .  The  government  need  not  demonstrate  that  the  endeavor  was 
ultimately  successful  or  that  it  achieved  the  desired  result.  See. 
e.g.  .  Osbom  v.  United  States.  87  S.  Ct.  429,  434-435  (1966); 
United  States  v.  Jackson.  513  F.2d  450,  460  (D.C.  Cir.  1975)  ("[I]t 
is  the  endeavor  to  bring  about  the  forbidden  result,  and  not 
success  in  achieving  the  result,  that  Section  1503  makes  a 
crime.");  Thomas.  916  F.2d  at  651.  However,  the  court  in  Brand 
noted  that  S  1503  proscribes  only  those  acts  %fhich  produce  or  %rtiich 
are  capable  of  producing  an  effect  that  prevents  the  due 
administration  of  justice.  775  F.2d  at  1465. 
B.    It  gfgfC*  l»ff> 

Section  1505  of  the  obstruction  of  justice  statute 
applies  broadly  to  all  pending  proceedings,  including  Congressional 
proceedings.  Section  1505  also  requires  proof  of  specific  intent, 
or  a  corrupt  endeavor,  to  sustain  a  conviction. 

Other  than  the  celebrated  cases  arising  out  of  the  Iran- 


^^  ( . . . continued) 

(holding  that  "a  defendant  %rho  intentionally  undertakes  an  act  or 
attempts  to  effectuate  an  arrangement,  the  reasonably  foreseeable 
consequence  of  which  is  to  obstruct  jxistlce,  violates  18  U.S.C. 
§  503  even  if  his  hope  is  that  the  judicial  Bachinery  will  not  be 
seriously  i^>aired."). 
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Contra  scandal  (fififi  Unitad  Statea  v.  w^r^h.  708  F.  Supp.  385 
(D.D.C.  1988),  and  United  states  v.  Poindgyter.  951  F.2d  369  (D.C. 
Cir.  1991)),  only  a  handful  of  decisions  under  §  1505  have 
considered  alleged  obstructions  of  Congressional  "proceedings." 
Sfifi,  e.g.  United  States  v.  Mitchell.  877  F.2d  294  (4th  Cir.  1989), 
reh'g  denied,  1989  U.S.  App.  LEXIS  13462  (4th  Cir.  1989). 

The  requirement  of  S  1505  that  the  defendant  has  acted 
"corruptly"  is  given  sinilar  meaning  to  the  "corrupt"  element  of 
S  1503.  In  United  States  v.  Price.  951  F.2d  1028,  1031  (9th  Cir. 
1991) ,  the  court  held  that  the  "requisite  intent  to  violate 
Section  1505  is  .  .  .  merely  that  the  ^defendant  must  have  acted 
* corruptly, '  i.e. .  that  the  act  must  be  done  with  the  purpose  of 
obstructing  justice'"  (citation  omitted) .  A  similar  definition  was 
adopted  in  United  States  v.  Laurins.  857  F.2d  529,  536-37  (9th  Cir. 
1988) ,  where  the  court  held  that  the  defendant  acted  corruptly  by 
concealing  documents  in  response  to  an  IRS  subpoena. 

The  District  of  Columbia  Court  of  Appeals  in  United 
States  V.  Haldeman.  559  F.2d  31  (D.C.  Cir.  1976),  construing 
5  1503,  adopted  a  variation  of  the  definitions  above,  holding  that 
the  term  "corruptly"  means  having  an  evil  purpose  or  intent.  See 
aISS  United  States  v.  Sorecher.  783  F.  Supp.  133,  164  (S.D.N.Y. 
1992)  ("* Corruptly '  simply  means  to  be  motivated  by  an  improper 
purpose")  (citations  omitted). ^^   In  North,  however,  the  court 


12S 


The  absence  of  "illegal  means"  does  not  mean  that  the 
allegedly  violative  conduct  is  not  corrupt.   Mitchell. 
877  F.2d  at  298.  The  court  in  Mitchell  stressed  that 
the  crucial  inquiry  focuses  on  "whether  a  defendant  had 
the  requisite  corrupt  intent  to  improperly  Influence 
the  investigation,  not  on  the  means  the  defendant 
employed  in  bringing  to  bear  this  influence."  J^.   at 
299. 
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cautioned: 


Unlike  courts  of  law  covered  by  section  1503, 
congressional  coBuaittees  are  part  and  parcel 
of  a  political  branch  of  govemaent  and 
therefore  serve  wide-ranging  political 
functions  not  liaited  to  a  search  for  truth  in 
accordance  with  fomal  rules  ...  No  one  can 
seriously  question  that  people  constantly 
attaint  in  innuaerable  ways,  to  obstruct  or 
iapede  congressional  cosBittees  .  .  .  but  it 
does  not  necessarily  follow  that  [it]  is  .  .  . 
[done]  corruptly. 

The  Court  of  Appeals  in  Dnited  states  v.  Poindexter.  951 
F.2d  369,  379  (D.C.  Cir.  1991),  in  an  opinion  authored  by  then 
Judge  Ginsburg,  construed  more  strictly  them  any  other  court  the 
scope  of  sanctionable  conduct  under  §  1505.  The  Poindexter 
decision  is  an  apparent  retrenchnent  from  the  prior  decisions  of 
the  District  of  Columbia  Court  of  Appeals  fsee  North,  suora .  United 
States  V.  Lavelle.  751  F.2d  1266  (D.C.  Cir.),  s»X^  dfiZlifid,  474 
U.S.  817  (1985))  on  the  applicability  of  §  1505  to  Executive  Branch 
officials,  although  the  court  did  not  expressly  overrule  those 
decisions. 

In  Poindexter.  the  defendant  %ras  charged  with  obstructing 
congressional  inquiries  into  the  Iran-Contra  scandal.  The 
Poindexter  court  deeaed  the  terx  "com^tly"  as  \ised  in  S  1505  to 
be  so  vague  as  to  "provide  [no]  constitutionally  adequate  notice 
that  it  prohibits  lying  to  Congress."  Poindexter.  951  P. 2d  at  379. 
In  an  elaborate  analysis  of  the  statute,  the  court  suggested  that 
acting  "corruptly"  oneself  would  not  necessarily  be  violative  of 
S  1505,  and  interpreted  the  statute  to  proscribe  corrupting  another 
by  influencing  that  individual  to  violate  his  own  legal  duty. 

With  the  notable  exception  of  Poindexter .  courts 
interpreting  f  1505  have  generally  construed  broadly  the  range  of 
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"endeavors"  cov«r«d  by  §  1505.  In  Mitch^i,]  for  instanc*  —  a  case 
proscribing  an  endeavor  to  stop  a  congressional  investigation  — 
the  court  held  that  anv  effort  or  act  "when  done  with  the  requisite 
intent  to  corruptly  influence  a  congressional  investigation, 
violates  [S  1505]."  Mitchell.  877  F.2d  at  299. 

Endeavors  proscribed  by  S  1505  have  included  directing  an 
individual  to  destroy  records  responsive  to  a  DOE  subpoena,  Sutton . 
supra ;  supplying  false  testimony  and  directing  an  individual  to 
alter  sales  invoices  and  submit  them  to  an  inquiring  agency,  Dnited 
States  V.  Fruehtman.  421  F.2d  1019  (6th  Cir) ,  si£^  dflllifid.  400 
U.S.  849  (1970) ;  deliberately  concealing  matters  material  to  an  SEC 
investigation,  Sprecher .  sitBXA''  submitting  a  false  document  in 
response  to  a  subpoena  issued  by  the  IRS,  United  states  v.  Vixie. 
532  F.2d  1277  (9th  Cir.  1976);  supplying  evasive  answers  and 
concealing  knowledge  fi.e. .  feigning  forget  fulness)  in  testimony  at 
SEC  investigative  hearings.  United  states  v.  Alo.  439  F.2d  751  (2d 
Cir.),  ££££.  dsnisd.  *o*  u.s.  85o,  citLlfl  diniid,  404  u.s.  96i 
(1971);  altering,  concealing,  or  withholding  records  which, 
according  to  the  Indictment,  bore  a  "reasonable  relation"  to  the 
subject  matter  of  a  Senate  Committee  inquiry.  United  states  v. 
Presser.  292  F.2d  171  (6th  Cir.  1961),  aff 'd  by  an  equally  divided 
£SUC£,  371  U.S.  71  (1962) ;  and  influencing  a  witness  to  give  false 
information  and  testimony  to  a  Senate  Committee  and  its 
investigators,  stein  v.  United  States.  337  F.2d  14  (9th  Cir.  1964), 
cert,  denied.  380  U.S.  907  (1965). 
c.   IS  D.a.e.  «iooi 

Section  1001  proscribes  (1)  the  knowing  and  willful 
falsification  or  concealment  of  a  material  fact;  (2)  the  making  of 
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any  fals*  or  fraudulent  stataaant  or  raprasantation;  and  (3)  tha 
■alcing  or  ualng  of  a  falaa  writing  or  docuaant  with  knovladga  that 
it  containa  a  falaa  or  fraudulent  atataaant  "in  any  aattar  within 
tha  juriadiction  of  any  daparta«nt  or  agancy  of  tha  Unitad  Stataa." 

A  "concaalaant"  ia  an  "affiraativa  act  by  which  a 
aatarial  fact  ia  actively  concaalad."  It  auat  ba  aora  than  a  aara 
paaaiva  failure  to  diacloaa.  U.S.  v.  Shannon.  836  F.2d  1125, 
1130-31  (8th  Cir.),  fitrt>  dSniSd>  486  U.S.  1058  (1388).  A  "falaa 
atateaent"  ia  a  atateaent  which  "ia  deaignadly  untrue 
.  .  .  and  aada  with  intention  to  deceive  the  peraon  to  whoa  the 
falaa  atateaent  ia  aada  or  exhibited."  O.S.  v.  Worthinoton.  822 
P. 2d  315  (2d  Cir.),  sarSi'  dmifid.  484  U.S.  944  (1987).  A  "falaa 
%n:iting"  ia  aerely  a  falaa  atateaent  inaarted  into  a  writing.  Cf . 
Devitt,  et  al . .  aupra .  at  450. 

The  aatarial ity  reguireaent  of  the  atatuta  aay  be  aet  if 

the  falaa  atateaent  haa  "the  capacity  to  iapair  or  pervert  the 

function  of  a  govemaent  agency."  U.S.  v.  Lichtenstein.  610  F.2d 

1272,   1278   (5th  Cir.),   fil££.   dsnild.   447  U.S.   907   (1980): 

The  teat  of  'aatarial  ity*  ia  whether  the 
atateaent  'haa  the  natural  tendency  to 
influence,  or  waa  capable  of  influencing,  the 
deciaion  of  the  tribunal  in  aaking  a 
[particular]  deteraination. '  Proof  of  actual 
reliance  on  the  atateaent  ia  not  required;  the 
Govemaent  need  only  aaka  a  reaaonable  ahowing 
of  ita  potential  effecta. 

U.S.  V.  Diaoa.  613  F.2d  988,  999  (D.C.  Cir.  1979),  fil££.  dtnlfid» 

446  U.S.  982  (1980)  (quoting  Wainatock  v.  U.S. .  231  P. 2d  699,  701- 

702  (D.C.  Cir.  1956)  (footnote  oaitted) ) . 

The  falaa  atateaent,  concealaent  or  oaiaaion  auat  be  aada 

"knowingly  and  willfully."  Typically,  court*  Interpret  theaa  two 
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terms  as  a  unitary  concept  requiring  proof  that  the  defendant  made 

the  statement  deliberately  (and  not  as  the  result  of  a  mistake  or 

accident) ,  with  )cnowledge  that  the  statement  was  false,  and  with 

"specific  intent."  SSA,    e.g. .  U.S.  v.  Guzman.  781  F.2d  428,  431 

(5th   Cir.)   ggrt.   dfinifid,   475   U.S.   1143   (1986);   U.S.   V. 

Lichtenstein.  610  F.2d  at  1277.  Several  circuits  describe  specific 

intent  as  follows: 

The  statement  must  have  been  made  with  an 
intent  to  deceive,  a  design  to  induce  belief 
in  the  falsity  or  to  mislead,  but  S  1001  does 
not  require  an  intent  to  defraud  —  that  is, 
the  intent  to  deprive  someone  of  something  by 
means  of  deceit. 

United  States  v.  Lichtenstein.  610  F.2d  at  1272.   fififi  Ai22  P-S.  v. 

Corsino.  812  F.2d  2t.  29  (1st  Cir.  1987);  U.S.  v.  Martin.  772  F.2d 

1442  (8th  Cir.  1985) . 

Despite  the  specific  intent  requirement,  some  courts  have 
allowed  the  "knowingly  and  willfully"  element  of  the  clause  to  be 
satisfied  by  proof  that  the  defendant  acted  "with  reckless 
disregard  of  the  truthfulness  of  the  statement  and  with  the 
conscious  purpose  to  avoid  learning  the  truthfulness  of  the 
statement."  U.S.  v.  Evans.  559  F.2d  244,  247  (5th  Cir.  1977).  See 
alfifi,  U.S.  V.  Hanlon.  548  F.2d  1096,  1100-01  (2d  Cir.  1977);  Hnitfid 
States  V.  Lanaa.  528  F.2d  1280,  1288  (5th  Cir.  1976). 

Given  the  constraints  the  Independent  Counsel  statute 
imposes  on  the  proof  upon  which  I  may  rely  for  "state  of  mind" 
findings,  in  conducting  my  investigation  I  exaained  the  words  and 
deeds  of  individuals  and  was  prepared  to  infer  evil  motive  as 
suggested  by  events  unless  "clear  and  convincing  evidence" 
demonstrated  otherwise. 
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Aft«r  having  carefully  studied  all  of  th«  inforvation  I 
have  asseabled,  as  analyzed  and  discussed  in  the  body  of  this 
Report,  I  conclude  that  with  the  exception  of  the  natter  of  Mr. 
Kloske,  in  each  instance  the  evidence  is  indeed  clear  and 
convincing  that  the  requisite  intent  to  obstruct,  "cover  up"  or 
Bisrepresent  emy  aspect  of  the  Droqoul  prosecution  was  lacking  on 
the  part  of  those  involved  or  against  trtiom  interference  has  been 
charged.  In  fact,  I  have  found  that  there  is  no  credible  evidence 
to  suggest  otherwise. 

In  my  scrutiny  of  all  other  conduct  addressed  in  this 
Report  (again,  with  the  exception  of  Mr.  Kloslce) ,  I  have  found  no 
credible  evidence  that  any  person  in  the  DOJ  or  the  USAO  acted  to 
obstruct  the  due  adainistration  of  justice  in  connection  with  a 
judicial.  Congressional  or  any  other  proceeding,  or  to  Bake  any 
false  stateaents  to  any  departaent  or  agency  of  the  United  States. 
Absent  any  credible  evidence  of  corrupt  active,  the  "clear  and 
convincing  evidence"  necessary  to  overcoae  the  presuaed  intent 
under  28  U.S.C.  S  592  (a)  (B)  (ii)  is  clearly  aet.  Although  it  was 
not  within  the  scope  of  ay  assignaent,  ay  investigation  does 
suggest  that  a  possible  exception  aay  exist  with  respect  to  the 
conduct  of  Mr.  Kloske,  and  the  Attorney  General  aay  wish  to 
consider  further  investigation. 
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RECOMMFur^ftTTW 
on  the  basis  of  the  foregoing  I  reconunend  that,  pursuant 
to  28  U.S.C.  sec.  592(b)(1),  you  promptly  notify  the  Special 
Division  Of  the  United  States  Court  of  Appeals  for  the  Distri-.  of 
Columbia  Circuit  that  you  have  determined  that  there  are  no 
reasonable  gounds  to  believe  that  further  investigation  i, 
warranted  with  respect  to  the  natter,  involved  herein,  i  will  not 
presume  to  suggest  to  you  a  form  of  notification. 


Date:  December  8,  1992 


Frederick  B.  Lac6y 
Independent  Counsel 
28  O.S.C.  Part  600 
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PXilT    II 
TE£   BNL  CXfiLS    BTORY 


IKTRODOCTIOH 
Various  Congressional  Comaittees  and  others  have  made,  or 
are  Baking,  inquiries  as  to  whether  the  Department  of  Justice  in 
Washington,  D.C.  ("DOJ"),'  with  the  aid  of  the  Central  Intelligence 
Agency  ("CIA") ,  deliberately  withheld  important  infomation  that 
say  have  affected  the  prosecution  of  eaployees  of  the  Atlanta 
branch  of  Banca  Nazionale  del  Lavoro  ("BKL-Atlanta") .  Specifi- 
cally, it  is  alleged  that  they  withheld  information  that  indivi- 
duals in  the  Rose  headquarters  of  Banca  Nazlonal*  del  Lavoro  ("BKL- 
Rome")  had  contemporaneous  )uv3vledge  of  \inlawful  activities  at  BNL- 
Atlanta,  and  that  the  United  States  and  Italian  governments  were 
also  knowledgeable  of,  or  •van  i^volvad  in,  those  activities.  It 
is  further  alleged  that  this  information  was  withheld  from  the 
Court  presiding  over  the  BKL  matter,  and  from  tha  prosecutors  in 
the  U.S.  Attorney's  Offica  in  tha  Korthem  District  of  Georgia 
("USAO"). 

To  address  thosa  allegations,  this  part  of  my  Report 
studies  first,  on  pages  2  to  58,  the  initial  requests  for,  and 
review  of,  intelligence  information  in  tha  BKL  case  by  the  DOJ  and 
the  USAO  from  1990  through  August  of  1992.  Also  examined  is  the 
process  by  which  that  information  was  gathered  and  disseminated  by 
U.S.  intelligence  organizations,  including  the  CIA,  tha  Defense 


'As  set  forth  in  Part  I,  the  use  of  the  term  "DOJ"  in  this 
Report  is  defined  to  include  only  Main  Justice  in  Washington,  D.C. 
and  not  the  U.S.  Attorney's  Office  in  Atlanta,  although  the  latter 
is  very  much  a  part  of  the  Department  of  Justice.  The  Atlanta  U.S. 
Attorney's  Office  will  be  referred  to  as  "USAO." 
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intelligence  Agency  ("DIA"),  the  National  Security  Agency  ("NSA"), 
the  National  Security  Council  ("NSC")  and  the  Departaent  of  State 
(collectively,  the  "Intelligence  Ccmaunity") . 

.  The  Report  then  considers,  on  pages  59  to  94,  the  events 
that  occurred  in  September  1992  that  gav«  rise  to  the  allegations 
at  issue.  Finally,  the  Report  analyzes  all  these  facts  and  reaches 
conclusions  on  pages  95  to  123.  Although  »y  analysis  touches  on 
other  Departments  and  Agencies.  I  have  focused  on  the  conduct  of 
the  DOJ  and  the  USAO.* 

•XCXQBOOVD 

X.        XVITIXL  COHTACn  ItTWDI  OOJ  MD  TKX  0»X0  -  DfCXXBER 
Iff?  '^  ^P"  ^»»^ — 

X.   KirlT  **^^*^  *^.PQ^ 

After  the  execution  of  eeerch  warrants  et  BKL-Atlanta  on 
August  4,  1989,  as  is  set  forth  in  Pert  I  of  thi«  Report,  the 
Atlanta  prosecutors  established  e  Task  Force  ude  up  of  investi- 
gators froB  several  different  govemaental  agencies.  This  Task 
Force  thereafter  functioned  as  the  investigative  ar»  of  the  USAO 
.and  worJted  closely  with  that  office.- 

In  the  Fall  of  1989,  the  investigation  proceeded  with 
little  contact  between  the  DOJ  and  the  DSAO.  Assistant  to  the 
Attorney  General  Robert  S.  Mueller,  III  (-Mueller-)  had  sone 
initial  telephone  discussions  with  the  Atlanta  prosecutors  about 
the  status  of  the  case,  but  then  ceased  to  have  further  involveaent 


hy  necessity,  there  is  soae  duplication  between  this  Part  II 
of  the  Report  and  Part  I. 
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for  soae  time.  *  Theodore  Creenberg,  the  Acting  Chief  of  the  Fraud 
section  ("Creenberg"),'  was  generally  aware  of  the  prosecution,  but 
was  told  by  Mark  Richard,  the  Deputy  Assistant  Attorney  General-OIA 
("Richard"),  that  Richard  was  "handling"  the  case.  (Creenberg  Tr. 
5-6;  Clar)c  Tr.  6.)*  Richard  does  not  reneaber  beconing  involved 
until  December  1989  or  early  1990.   (Richard  Tr.  6.) 

The  U5A0  first  requested  the  OOJ's  assistance  when 

Assistant  U.S.  Attorney  Gale  HcKenzie  ("McKenzie")  wrote  a  neaoran- 

dun,  dated  Deceaber  7,  1989,  to  Molly  Warlow  of  the  DOJ's  Office  of 

International  Affairs,  providing  the  naaes  of  four  Iraqi  nationals, 

who  were  targeted  in  the  proposed  indictaent,  for  disseaination  to 

the  Intelligence  Coaaunity.   (OlC  tx.    90.)   Soaetiae  thereafter, 

Richard  spoke  with  McKenzie  about  her  proposal  to  travel  to  Tur)cey 

to  interview  witnesses,  and  to  enter  into  a  plea  agreeaent  with 

Entrade  International,  Ltd. ,  a  Tur)tish-owned,  Hew  York-based 

trading  coapany.   (Richard  Tr.  6-7;  Clark  Tr.  4.)   Richard  was 

reluctant  to  endorse  cither  proposal  without  a  better  grasp  of  the 

facts;  thus  on  January  26,  1990,  McKenzia  sent  a  ataorandua  to 

Richard  suaaarizing  the  status  of  the  BKL  Investigation.   (QIC 

Ex.  1;  Richard  Tr.  7;  Clark  Tr.  6-7;  McKenzie  Tr.  9-11.) 


^The  titles  and  positions  of  the  individuals  referred  to  in 
the  text  are  applicable  to  the  tiae  being  discussed,  unless 
otherwise  noted.  . 

*The  references  to  "Tr."  are  to  the  transcripts  of  steno- 
graphically  recorded  interviews  conducted  during  this  preliainary 
investigation.  These  transcripts  are  included  in  the  Appendix  to 
this  Report  III,  Voluaes  1-7,  and  are  arranged  alphabetically. 
Exhibits  will  be  referred  to  as  "OIC  Ex.,"  for  Office  of 
Independent  Counsel,  with  a  reference  to  the  appropriate  exhibit 
number. 
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On  January  Dl,  1990,  DOJ  Senior  Litigation  Counsel  Peter 
Clark  ("Clark")  travelled  to  Atlanta  at  Richard's  request  to 
discuss  the  facts  and  the  proposed  theory  of  the  case.  The 
substance  of  that  oeeting  is  set  forth  in  a  Benorandua  froa  Clark 
to  Greenberg  dated  February  12,  1990.  (OIC  Ex.  2;  Richard  Tr.  7-8; 
Creenberg  Tr.  10,  11-12.)  According  to  Greenberg,  Clark  also 
advised  him  orally  that  tht  OSAO'«  investigation  was  inadequate  at 
this  point.   (Clark  Tr.  9-13;  Gre'enberg  Tr.  9-10,  12.) 

DOJ's  review  of  the  BNL  investigation  continued  through 
the  Spring  of  1990  during  which  tis«  th«  USAQ  and  OOJ  held  a  series 
of  neetings,  attended  at  various  tiaes  by  Mueller,  Laurence  A. 
Urgenson,  tha  new  Chief  of  tht  Fraud  Saction  ("Urganson") ,  Richard, 
Creenberg,  and  Clark.  (Clark  Tr.  14,  26,  38;  Greanberg  Tr.  57-59; 
KcKenzie  Tr.  11-13.)  According  to  Clark,  one  aaating  in  Karch 
lastad  thraa  days.  (Clark  Tr.  14.)  On  or  about  April  23,  1992, 
the  USAO  also  sant  a  100-pagt  prosacution  Baaorandum  to  DOJ,  and  it 
was  circulated  aaong  attorneys  thara. 

B.    Initial  Pabata  KaqardiBO  Thathar  BKL-Keae  taew 

At  each  of  these  aaetings,  a  principal  issue  discussed 
was  whether  BKL  was  a.*victia"  of  unauthorized  lending  activity  by 
Drogoul  and  other  eaployees  at  BHX/-Atlanta,  or  whether  BKL  officers 

outside  of  BKL-Atlanta  had  "conteaporaneous"  knowledge  of  that 
Activity  (that  is,  knowledge  of  the  unauthorized  loans  prior  to  the 
August  4,  1989  execution  of  the  search  warrants).  This  issue, 
which  was  referred  to  in  shorthand  as  whether  "BNL-Roae  knew," 
became  the  subject  of  heated  debate.  The  USAO  advanced  the  theory 
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that  BNL-Rone  was  an  unkjnoving  victim,  for  reasons  set  forth  in  a 
February  23,  1990  oenoranduin  from  HcKenzie  to  Rukstele  and  in  the 
USAO's  April  23  prosecution  Benorandua.  (OIC  Ex.  204,  p.  3;  OIC 
Zx.    4;  McKenzie  Tr.  20-23.) 

Attorneys  at  DOJ  were  not  convinced  that  the  USAO's 
theory  was  correct.  Richard  and  Greenberg,  for  example,  were  both 
skeptical  about  how  BNL-Atlant*  officials  could  have  made  such 
large  loans  without  someone  at  BNL-Rome  knowing  of  their  activi- 
ties, and  they  were  not  convinced  that  the  investigation  had  been 
thorough  enough  to  reach  any  fira  conclusion  on  this  iasue. 
(Greenberg  Tr.  52-57,  62;  Richard  Tr.  8-9,  10-12.)  Clark  not  only 
thought  that  the  investigation  was  inadequate  and  that  the  reasons 
in  McKenzie 's  February  23  aeaorandua  were  unpersuasive,  he  also 
believed  that  the  USAO  was  too  dependent  on  the  assistance  of  BKL- 
Rome's  counsel  on  this  issue.   (Clar)c  Tr.  29-37;  Greenberg  Tr.  63, 
68-70.) 

Clark's  Beaorandua  to  Greenberg,  sunaarizing  his 
January  31,  1990  aeeting  with  the  USAO,  expressed  "serious  reserva- 
tions" about  the  prosecution  theory  that  BKL  was  a  victia  of  fraud. 
Clark  stated: 

This  [BNL-Atlanta  off -book  lending  scheme]  was 
the  direct  result  of  the  actions  of  BHL 
officers  and  eaployees — whether  or  not 
instigated  by  Tedzeller  or  anyone  else— and 
BKL  is  responsible  for  the  actions  of  its 
officers  and  eaployees. 

Clark  added  in  a  footnote: 

The  U.S.  Attorney's  office  is  very  reluctant 
to  charge  BNL,  primarily  because  the  bank  has 
cooperated  fully  in  the  investigation  and  has 


561 


ORCLASSiFlED 


questioned  the  theory  under  which  the  Depart- 
Bent  could  charge  BNL  for  the  unauthorized  - 
acts  of  its  officers  and  employees. 

(OIC  Ex.  2,  p.  2  and  fn.  5.)* 

Clark's  continuing  reservations  about  "the  knowledge  or 
complicity  of  other  BNL  officers  or  eaployees  (particularly  in  New 
York  and  Rone)"  were  e)fpressed  in  a  Beaorandua  to  Urgenson,  dated 
Kay  9,  1990,  that  cosaented  on  the  April  1990  prosecution  aeooran- 
duB.  (OIC  Ex.  5,  p.  2.)  (Eaphafif  in  original.)  Clark's  aeno- 
randua  again  criticized  the  adequacy  of  the  investigation  as  to 
BKL-Roae's  knowledge,  noting  that  th«  USAO  had  not  yet  coapleted 
the  questioning  of  BNL's  ertemal  or  internal  auditors. 

Clark's  aeaorandua  also  cit*d  a  rsport  of  the  Cantral 
Bank  of  Italy,  datsd  March  30,  199ip,  that  vas  inconsistent  vith  the 
USAO's  position  that  BKL-Ro*«  did  not  know.  According  to  Clark's 
aeaorandua: 

Ths  CBI  [Central  Bank  of  Italy]  report  notas 
particularly  that  while  the  subject  trans- 
actions wer«  the  result  of  deliberate  salfeas- 
ance  on  the  part  of  the  Atlanta  agency  "they  . 
were  perpetrated  din  [sic]  an  organizational 
-  context  of  inadequate  auditing  of  the  bank's 
North  Aaerican  branches"  and  that  "[o]f 
special  significance  in  this  respect  were  the 
failure  to  create  proper  accounting  procedures 
operations  vith  correspondent  banks.  .  .." 
The  correspondent  bank  transactions  were  the 
very  aechanisa  by  which  the  scheae  vas  carried 
^    out  and  these  transactions  left  the  trail  that 


^e  aeaorandua  also  noted  that  treataent  of  BNL-Roae  as  a 
victia  Bight  prevent  the  U.S.  froa  bringing  a  civil  action  against 
BNL  for  losses  on  the  CCC-guaranteed  loans  if  Iraq  ultiaately 
defaulted  on  those  loans.  Mueller  and  Urgenson  state  that  the 
DOj's  ultioate  decision  not  to  indict  BNL-Roae  vas  aade  independent 
of  considerations  of  whether  a  civil  recovery  vas  available  froa 
BNL-Roae.   (OIC  Ex.  2,  p.  3.) 
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could  have  been  followed.  .  .  .  Given  these 
conclusions  by  the  CBI.  ...  I  have  serious 
reservations  that  BNL  the  entity  was  not 
culpable  or  the  adequacy  of  the  USAO  investi- 
gation which  led  to  this  conclusion. 

[QIC  Ex.    5,    p.    3.)  •    • 

As  discussed  below,  this  debate  continued  up  until 

shortly  before  the  Indictment  was  filed  in  February  1991.* 

IZ.  INITIXL  DISCOSSIOVS   UOJJIOIXO   JUSQOZSTS   ?0R  ZVT2LIIGEHCZ 

COKKTTKITY    IKTORXATI&K   —    PBCtXBgR    1»8»    -    XOGUBT    1990 

Against  this  background,  the  issue  of  intelligence 
inforsation  req^uests  was  first  discussed  at  DOJ  by  Greenberg,  Clark 
and  Urgenson  in  February  1990.'  Greenberg  recalled  recosaending 
that  a  aeetlng  b«  held  vltlt  representatives  of  all  the  U.S. 
intelligence  agencies,  in  crdeT  to  advise  thea  of  the  investiga- 
tion, to  establish  a  thorough  process  for  obtaining  intelligence 
inforaation,  and  to  discover  any  potential  "greyaail"  defenses  to 
the  prosecution.  According  to  Cre«nberg,  Urgenson  advised  hia  to 
hold  off  coaaencing  this  process,  but  Urgenson,  did  not  reaeaber 
giving  any  such  instruction.   (Creenberg  Tr.  17-20,  22-23,  45-49, 


^During  1990,  relations  between  Clarlc  and  KcXenzie  becaae 
strained,  which  ultiaately  caused  Clark  to  liait  his  involveaent  in 
the  case  by  Septeaber  1992.  One  incident  that  created  friction 
froa  Clark's  point  of  view  occurred  during  the  three-day  aeeting  in 
March  1990.  Clark  allegedly  asked  for  a  copy  of  a  Federal  Reserve 
report  on  the  BKL  scandal',  and  McKenzie  resp>onded  that  the  Federal 
Reserve  would  not  let  thea  see  that  report.  Clark  later  learned 
that  this  was  incorrect.  (Clark  Tr.  40-44,  168;  Creenberg  Tr.  60, 
63,  97.) 

'As  set  forth  above,  the  subject  had  been  raised  previously  by 
the  USAO  in  December  1989,  when  McKenzie  wrote  to  OIA's  Warlow 
providing  the  nanes  of  four  Iraqi  nationals  for  disseaination  to 
the  Intelligence  Conaunity.  There  is  no  record  of  a  xesponse  to 
this  request  by  DOJ  or  the  Intelligence  Coanunity. 
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86.)  Urgenson  noted  that  he  relied  heavily  on  the  judgiaent  of  the 
DOJ's  intelligence  community  experts,  Greenberg  and  Clark,  since  he 
was  a  relative  newcoaer  to  DOJ.   (Urgenson  Tr.  58-60.) 

.  Clark  had  a  different  recollection  entirely.  His  posi- 
tion is  that  the  USAO  had  the  principal  responsibility  for  handling 
the  intelligence  issue,  and  he  characterized  the  involvenent  of  DOJ 
in  the  BNL  aatte::  generally  as  "off  and  on."  (Clark  Tr.  25-28,  46- 
48;  ££s  Greenberg  Tr.  41-44,  86.)   A  Bemorandua  froa  Clark  dated 
July  12,  1990  seems  to  support  his  recollection.   The  neaorandua 
noted  that  intelligence  inqfuiries  should  have  been  sade  such 
earlier,  and  that  when  Clar)c  had  previously  askad  the  USAO  about 
their  efforts  to  obtain  record*  fro*  th«  Intelligence  Coaaunity,  be 
had  been  told  that  the  FBI  vas' handling  the  i>su«.   Clark  also 
stated  that  he  had  specifically  Isked  McKenzi*  "vhether  Drogoul, 
his  counsel,  or  anyone  else  had  ever  intiaated  that  BKL-Atlanta's 
lending  vas  caused  or  proaoted  by  the  U.S.  govemaent  —  i.e.,  a 
potential  'grcyaail*  defense  —  and  v«s  told  'No'."  (QIC  Ex.  8, 
p.  1;  Clark  Tr.  57-63.) 

By  contrast,  the  DSXO  believed  that  OOJ  had  assuaed 
responsibility  for  all  Intelligence  Coaaunity  Betters.  (McKenzie 
Tr.  39-40;  Greenberg  Tr.  46;  Hade  Tr.  20;  RuXstele  Tr.  40-42.)  For 
exaaple,  Riaantis  RuXstelc,  then  First  Assistant  U.S.  Attorney  for 
the  Northern  District  of  Georgia  ("RuXstele") ,  specifically  reaea- 
bered  that  Urgenson  requested  Greenberg  and  Clark  to  handle  the 
Batter  of  gathering  Intelligence  Coaaunity  inforaation  at  a  aeeting 
in  DOJ's  Coaaand  Center  in  April  1990.   (Rukstele  Tr.  24-26.) 
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fiukitcle  believed  that  this  assignment  was  appropriate  because 

Greenberg  and  Clark  had  the  required  security  clearances  and 

experience  in  the  Intelligence  Conuaunity,  unlike  any  oeirhers  of  the 

USAO,  and  both  were  also  completely  familiar  with  the  issues 

involved  in  the  BNL  investigation  and  prosecution.   (Rukstele  Tr. 

24-26.)   Rukstele  recalled: 

One  of  the  reasons  that  I  wanted  Fraud 
Section's  participation  and  iuvolvaaent  in 
this  case  was  precisely  because  they  are  in  a 
better  position  to  drive  over  to  lAngley  and 
do  what  is  necessary  at  Langley.  They  have 
the  clearancas.  They'v*  done  it  bcfora.  They 
know  how  to  do  it.  It's  much  tasier  for  thea. 
Fraud  Section  was  in  a  better  position  to  taka 
care  of  this  than  a  line  assistant  vor)u.ng  the 
case  in  Atlanta.' 

Because  Mckenzie  was  otherwise  occupied  with  an  unrelated 

trial  during  the  early  suzser  0^.1990,  RuJcstele  sent  a  letter  to 

Richard,  dated  July  3,  with  a  copy  to  Orgenson,  advising  DOJ  of  the 

status  of  the  BKL  investigation  and  BaXin?  certain  requests  of 

DOJ.»   (OIC  Ex.  7;  RuJtstele  Tr.  36-37.)   Ru)«tele'«  July  3  letter 

did  not  request  inforaation  on  the  specific  issue  of  whether  "BKL- 

Rose  knew."  Rather',  it  asked  for  intelligence  on  "what  knowledge 

and  role,  if  any,  the  Central  Intelligence  Agency  had  or  played  in 


'These  differing  views  as  to  who  had  ultiaate  responsibility 
for  requesting,  .  reviewing,  and  following  up  on  intelligence 
information  continued  throughout  this  natter,  as  iJescribed  below, 
and  undoubtedly  contributed  to  the  confusion  surrounding  the  events 
in  September  1992. 

'Rukstele 's  July  3  letter  also  stated  that  arrangements  were 
being  made  to  interview  Wafai  Dajani  ("Dajani"),  an  associate  of 
Christopher  P.  Drogoul  ("Drogoul") ,  because  Dajani  had  purportedly 
stated  that  "BNL-Rome  knew"  of  irregularities  in  Atlanta. 
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BNL  dealings -vith  foreign  governaents  in  general  and  Iraq  oore 

specifically."  The  letter  further  stated: 

I  cannot  over  emphasize  to  you  the  importance 
-  of  the  answers  to  these  questions  to  our 
overall  investigation.  Xs  you  •  well  know, 
experience  has  demonstrated  that  CIA  )cnowledge 
and  participation  can  seriously  impact  a 
decision  to  prosecute. 

fOIC  Ex.  7,. p.  2)  As  written,  the  letter  appeared  to  focus  more  on 

"greymail"  defense  issues  than  on  confiraing  or  contradicting  the 

USAO's  theory  that  BNL-Roma  wa's  a  "victim."   (Clark  Tr.  64-65; 

Greenberg  Tr.  89-91;  Rukstele  Tr.  37-40.) 

At  Urgenson's  request,  Craanberg  then  contacted  the 

intelligence  agencies  directly,  etarting  with  the  CIA,  in  a 

memorandum,  datad  August  3,  1990,  to  ^^^^^^^^^B  Assistant 

General  Counsel,  CIA  l^HP-*   Craenbarg's  inquiry  was  not 

limited  to  the  issue  of  whether  the  CIA  had  any  knowledge  of,  or 

participation  in,  BKL-Atlanta'a  unauthoriied  lending  activity.  He 

expanded  the  request  to  seeX  an  "all  coaponent  search*  for  any 

information  that  the  CIA  had  regarding  BKL  by  framing  three  broad 

areas  of  inquiry:   * 

(i)  to  determine  whether  the  CIA  had  any 
information  about  BKL  (or  certain  individuals) 
generally,  or  whether  the  CIA  had  any 
relationship  with  them,  or  whether  there  were 
reasons  that  any  of  their  indictments  "should 
not  be  sought  or  would  compromise  intelligence 
equities"; 

(ii)  confirmation  on  the  death  of  a  proposed 
defendant,  Sadik  H.  Taha,  Director  General  for 
Agreements  and  Loans,  Central  Bank  of  Iraq,  an 
Iraqi  national;  and 

(iii)  information  on  whether  BKL  loan  proceeds 
were  used  for  the  purchase  of  sidewinder 
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missiles  and/or  parts  or  technology  for  the 
Condor  missile. 

(OIC  Ex.  10,  p.  2;  Clark  Tr.  66;  Greenberg  Tr..  104-109. ) 

According  to  Greenberg,  he  made  it  very  clear  to 
and  W.  George  Jameson,  Associate  General  Counsel  at  the  CIA 

{"Jameson"),  in  telephone  conversations,  that  his  recfuest  included 
any  information  regarding  whether  "BKL-Rone  knew."  (Greenberg  Tr. 
109-113,  115;  Clark  Tr.  66.) 

The  requests  were  handled  ejitirely  by  the  Fraud  Section 
of  the  DOJ's  Criminal  Division.  At  around  this  time,  Mueller  was 
generally  aware  of,  but  did  not  actively  participate  in,  the 
requests  for  inforsation  froa°-  th«  Intelligence  Community.   He 

received  a  semorandua,  dated  August  19,  1990,  froB  then-Assistant 

« 

Attorney  General  Edward  S.C.  Dennis,  Jr.  that  briefly  described  the 
facts  of  the  case  and  the  scope  of  the  anticipated  indictsent,  and 
stated:  "At  request  of  the  (Atlanta)  United  States  Attorney's 
Office,  the  Fraud  Section  is  Baking  appropriate  inquiries  to 
determine  whether  the  Central  Intalliganca  Agency  knew  of,  or 
participated  in,  BNL*s  dealings  with  foreign  governments  and 
nationals.""   (OIC  tx,   307;  Mueller  Tr.  17.) 

During  the  Spring  of  1990,  Urgenson  attended  Beetings 
with  State  Dcpartaent  and  NSC  officials,  including  Nicholas  Rostow, 
Special  Assistant  to  the  President  and  Legal'  Advisor,  NSC.  The 
purpose  of  these  Beetings  was  to  keep  the  Intelligence  Comaunity 


"a  draft  memorandum,  dated  August  13,  1990,  from  Dennis  to 
William  P.  Barr,  then-Deputy  Attorney  General,  briefly  summarized 
the  status  of  the  BNL  case,  but  omitted  any  mention  of  CIA  or 
Intelligence  Community  inquiries.   (OIC  Ex.  11.) 
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infonaed  of  the  status  of  the  BNL  case.  According  to  the  DOJ  and 
USAO  representatives  vho  attended  these  neetings,  there  were  no 
pressures  or  preferences,  subtle  or  othervlse,  expressed  at  these 
oeetings  to  shape  or  liait  the  scope  of  the  BNL  IndictsentJ^ 
(Urgenson  Tr.  43-47;  McKenzie  Tr.  25-28;  RuXstele  Tr.  30-34;  Rostov 
Tr.  31-32.) 


III.       INTORMXTIOK  OATHZMO  XXD  DISBEXHtXTM  BT  TH2  DTTBLLICENCJ 

coKXTOTTY  —  flgyrexsgR  nat  -  rtBRtrxRT  mi 

The  Intelligence  Coiaunity  had  been  gathering  and 
disseainating  infornation  in  the  noraal  course  regarding  EHL- 
Atlanta's  activities  long  before  Gr««nberg*c  August  3,  1990  request 
to  the  CIA.  This  section  of  the  Report  Axaaipes  the  gathering  and 
disseaination  of  inforaation  by  the  Int«llig«nc«  Coaaunity  in  order 
to  define  the  context  in  which  sj^cific  inforaation  was  ultimately 
transaitted  by  the  DOJ  in  response  to  Greenberg's  requests. 

A.    iBtellioeaee  Reeerts  Oathered 


stated  that  the  CIA  b«caBe  avare  of  the 
BNL  scandal  through  media  reportj  in  September  1989,  and  began 
gathering  infonaatlon  and  submitting  reports  shortly  thereafter. 
The  first  report  vas  filed  on  September  12,  1969.  |HflfTr.  5-6, 


"oic  Ex.  6  describes  the  proposed  agenda  for  such  a  meeting, 
scheduled  for  May  29,  1990  at  the  Old  Executive  Office  Building. 
The  location  of  the  meeting  vas  later  changed  to  the  State 

Departaent. 
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17-20.)   In  response,  the  CIA  headquarters  sent  a  cable  dated  15 
SepteiTiber  1989^^  fli^^^^^^^^^B  which  stated: 


Over  the  nejft  17  months, 
a  number  of  reports  on  the  BNL  scandal. 


submitted 


All  reports  were  submitted  to  CIA  headquarters  for  review 
and  dissemination,  although  com*  reports  were  not  disseminated 
outside  the  CIA  for  reasons  discussed  later  in  this  Report. 

fB^Tr.     17-20.)  41^ 

The  Directorate  of  Intelligence  ("01")  at  the  CIA  was 

■ 

also  following  the  BKL  scandal,  and  was  gathering  information  and 
preparing  reports.  ^^^^^^H^^V'  'oner  Economic  Analyst  on 
Iraq,  stated  that  she  followed  the  BKL  scandal  by  reading  the  daily 


^^is  font  of  date  and  year  ia  commonly  used  by  the 
Intelligence  Community  in  their  cables  and  other  intelligence 
information.  Therefore,     ve     are     adopting     that    usage     when 

referencing  such  materials  within  this  Report. 

"ciA  headquarters  circulated  a  cable  dated  26  September  1989 
^^■■■■i^Bi^^  thit  listed  a  series  of  questions  raised  by  the 
"unfolding*  BNL  scandal.      (OIC  Ex.   106.)        On  that  sane  day,  #MP 

4^^^V  sent  a  cable  to  headquarters  4BB^^BHif  "attempting  to 
respond  to  HQs  requirements  for  reporting  information  on  the 
current  [BNL]  scandal."  The  cable  asked  for  guidance  on  whether  to 
report  on  U.S.   persons  or  domestic  events, 
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ilc.-trs.-.ic  intcliigence  repcr::ng,  t.'-.e  newspapers,  ar.d  soce  exclu- 
sive reporting  fron  the  Directorate  of  Operations  ("DC")  ar.d  the 
jtate  Departnent.  In  late  Septecber  or  October  1991, 
^BBHBBWBlMBSS^Bal^HM.  also  of  the  CIA,  prepared  a  t^'pe- 
srript"  dated  6  Noveaber  1989  (the  "6  Noveober  Typescript")  en  the 
repercussions  of  the  BNL  scandal.  ^^^BH  however,  was  not  sure 
whether  her  information  regarding  vhat  "BNL-Rooe  knew"  was  li=ited 
to  press  reports.   (fl^^^H  Tr.  5-20.) 


Single 

reports  froa  both  the  DIA  and  the  State  Departaent,  as  veil  as  soae 
of  the  CIA  reports,  contained  inforBation  on  the  issue  of  whether 
BKL  officials  outside  of  AtlaniV  )cnev  about  BKL-Atlanta's  unauth- 
orized loans  to  Iraq.  In  particular,  ten  intelligence  reports 
between  Septeaber  1989  (approximately  one  aonth  after  the  August  4 
search  of  BKL-Atlanta)  and  February  1991  (when  th«  Drogoul  indict- 
aent  was  returned)  have  been  identified  as  suggesting  that  "BKL- 
Roae  ksxKv.'     The  relevant  portions  of  those  cables  are  8U=ar:zed 

follows:  tt^BfiEP   fB^ 

1.  '   The  12  Senteaber  1989  DIA  cable! 


"a  "ti'pescript"  is  a  finished  intelligence  nessran.ius  prepirei 
by  the  CIA's  Directorate  of  Intelligence. 
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This     information    was     subnitted     b 


It        IS 

disseminated  outside  the 


(OIC  Ex.  74.) 
e  cable  was 
at  the  tiae.l 


2.    .  The  12  September  1989  CIA  operations 
cable! 


3.    The  S  October  1989  CTA  tntelHoenee 


571 


«^  h.  ^.z  *  •  k.  I  . 


UNCLASSiF.ED 


4.'    The  20  October  1989  CIA  intelligence  cable; 


This  cable  vas  submitted  by  the  CIA's 
^^n^^g^^BB|^g^^^fl^^^  and  vas 

^^SeaSaxe^on  or  around  October  20, 
1984  to  the  FBI  and  other  goverrunental 
departments,  but  not  the  DOJ.  (OIC  Ex. 
310.) 


5.    The  6  November  1989  CTA  Typescript; 

This  report  was  prepared  by  the  CIA's 
Directorate  of  Intelligence  and  stated, 
inter  aiia»  that;  "BNL's  North  American 
headquarters  in  New  York  and  the  bank's 
directors  in  Rome  publicly  denied  know- 
ing about  the  letters  of  credit, 
although  a  BNL  official  in  ^HH^ 
claims  he  notified  New  York  and  Rome 
several  times  about  the  unusual  activity 
in  Atlanta,  according  to  press  reports. 
Press  reports  also  indicate  a  BNL  branch 
in  Ddine,  Italy  referred  customers 
exporting  to  Iraq  to  the  Atlanta 
branch."   (OIC  Ex.  14,  p.  2.) 

This  typescript  was  sent  to  the  Department 
of  Agriculture  on  January  31,  1990  (S££ 
subparagraph  8,  below),  to  Clark  at  DOJ  on 
March  11,  1991.   (OIC  Ex.  14.) 
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The  18  December  19??  State  Dgpartment  cable: 


stated  that 
o  press  reports,  Treasury 


This  cable 
" [a]ccording 

Minister  Guido  Carli  confirmed  during 
testimony  before  the  Senate  Finance 
Comnittee  on  December  14  that  several 
employees  in  the  [BNL]  Rone  office, 
including  one  high-level  official,  knew 
of  the  unauthorized  extension  of  credits 
in  favor  of  exports  to  Iraq  by  the 
Bank's  branch  in  Atlanta.  .  ..  The  Rome 
connection  was  reportedly  uncovered 
through  a  series  of  telexes  and  faxes 
between  the  Italian  headquarters  and  the 
Atlanta  branch  .  .  .  lnvolv[ing]  the 
Udine-based  company  Danieli's  request 
for  financing.  .  .." 

According  to  the  header  on  the 
cable,  it  was  disseminated  to  the 
tXXJ  on  or  about  December  18,  1989. 
(OIC  Ex.  311.) 


The  12  January  1990  CTA  intelligence 


This  cable  was  submitted^ 

and  was  disseoinated  on  or  about  January 

1990  to  the  FBI  and  other  governmental    ^ 

departments,  but  not  the  DOJ.   (OIC  Ex.  59.)  (Cj 
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The  31  January  iggp  CTA  letter: 

This  letter  from  flBBBBB^  °^  ^^^ 
CIA's  Directorate  oflnteTugence,  Iran- 
Iraq  Branch,  Persian  Gulf  Division, 
Office  of  Near  Eastern  and  South  Asian 
Analysis,  to  David  Kunkel,  Office  of  the 
General  Sales  Manager,  Foreign  Agri- 
cultural Service,  Department  of  Agricul- 
ture, transmitted  the  6  November  Type- 
script (OIC  Ex.  14)  listed  in  subpara- 
graph no.  5,  above.  The  31  January 
letter  stated  that  "new  information  has 
come  to  light  that.  .  .  managers  at  BNL 
headquarters  in  Rome  were  involved  in 
the  scandal.* 


i,^Jom« 


This  letter  was  not  disseminated  to  the  EXXT 
or  the  FBI  until  October  1992.  (OIC 
Ex.  110.) 


The  20  April  1990  CIA  intelligence  cable: 


This  cable  was  submitted, _^_ 

and  was  disseminated  to  the  FBI,  the  DOJ  anc 
other  governmental  departments  on  or  about 
April  20,  1990.   (OIC  Ex.  312.)  ^^» 


UNCLASSIFIED 
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10.    The  22  Februnry  1?91  CIA  intellJQence 

gafrlg: 


This  cabl*  was  subaitted  by' 

and  was  disseainatad  to  on  or  about  February 
22,  1991  to  th«  DOJ,  the  FBI,  and  other 
govemaental  departaents.   (OIC  tx.   313.)^*  1 


B.    PiaeeaiaatleB  Cf  XntellJqeaee  InferaatloB  To  The 
DOJ  Xad  Tbe  ni 

As  noted  in  the  list  above,  soae  of  this  intelligence 

inforaation  was  disseainated  contcaporaneously  through  noraal 

channels  to  the  FBI  headquarters,  to  the  FBI  Atlanta  field  office 

(£1S  iteas  3,  4,  7,  9  and  10),  and  to  DOJ  (ftfii  iteM  6,   9  and 

10),"   However,  the  prosecutors  at  DOJ  ajod  in  Atlanta  who  were 

working  on  the  BNL  investigation  did  not  receive  this  information 

through  those  normal  channels.  The  explanation  for  this  lies  in 


'*This  cable  is  inaccurate. 


"The  CIA  says  that  the  failure  to  disseainate  the  other  cables 
to  the  MJ  at  the  tine  was  either  an  oversight  or  viewed  as 
unnecessary  because  the  other  cables  had  been  sent  to  the  FBI. 
63-64.)  MH^ 
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.  the  way  intelligence  infornation  is  normally  received  and  routed  by 
the  DOJ  and  the  FBI  when  it  is  received  from  the  Intelligence 
Comnunity,  and  the  limitations  on  who  may  review  this  infornation. 

1.  Routing  c«^l«i  xt  tha  DOJ 
Intelligence  Comaunity  reports  that  are  disseminated  to 
the  DOJ  electronically  are  sent  to  either  the  DOJ  Message  Center  in 
the  basement  of  the  DOJ  Building  in-  Washington,  or  to  the  Cocaand 
Center  on  the  sixth  floor.**  The  Command  Center  receives  all 
cables  that  are  "Top  Secret  -  Codeword"  or  that  concern  emergency 
or  "crisis"  aatters.  Cables  on  routine  matters  are  sent  to  the 
Message  Center  even  if  they  are  classified  "Top  Secret,"  "Secret," 
or  "Confidential."  (Rubino  Tr.  7;  19-21.} 

When  a  cable  is  received  electronically  at  the  DOJ,  it  is 
printed  out  and  then  routed  by  the  Message  Center  or  Command  Center 
to  the  particular  division  or  attorney  within  the  DOJ  to  whom  the 
cable  is  addressed.  If  the  cable  does  not  Indicate  which  particu- 
lar division  or  attorney  should  receive  the  information,  the 
Message  Center  or  Coxaand  Center  staff  exercises  its  judgment  on 
who  should  receive  the  information  based  en  the  subject  matter  of 
the  cable.  Jerry  Rubino  ("Rubino"),  Chief  of  Security  at  the  DOJ, 
states  that  the  Coamand  Center  staff  has  sufficient  experience  to 
Jcnow  where  to  route  all  emergency  or  top  secret-codeword  cables, 
and  to  ensure  that  whoever  receives  the  cables  has  the  proper 
clearance.    (Rubino  Tr.  12-14,  19,  21,  24.)    I  regard  this 


"intelligence  Community  information  is  also  received  by 
individual  DOJ  attorneys  by  mail  or  by  courier. 
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assurance  with,  skepticism,  however.  J^irther,  there  is  no  evidence 
that  the  Message  Center,  which  receives  numerous  cables  every  day 
on  routine  matters,  has  the  same  ability  to  route  cables  properly. 
The  DOJ  cannot  confira  whether  the  cables  at  issue  were 
properly  routed  in  the  September  1989  -  February  1991  period.  The 
Command  Center  has  a  hard-copy  and  computer  log  for  every  cable 
received  and  routed  within  the  OOJ,  and  retains  that  log  for  only 
one  year.   The  Message  Center  retains  a  log  for  just  30  days. 
There  is  no  central  records  repository  where  cables  are  catalogued 
and  filed  after  they  have  been  routed  within  the  OOJ.  (Rubino  Tr. 
9-11,  24.) 

Ko  on*  in  the  Fraud  Section  of  th«  Criainal  Division  at 
DOJ  recalls  receiving  the  intelligence  inforaation  listed  in  Items 
8  and  9  above,  even  though  Itaa '9  indicates  that  it  was  dissemin- 
ated to  DOJ.  Richard  recalls  having  received  nuaerous  cables  on  a 
regular  basis  as  part  of  his  responsibilities  in  international 
affairs,  but  he  has  no  recollection  or  record  of  receiving  any 
cables  concerning  BKL.  (Clark  Tr.  48,  52;  Richard  Tr.  20-25,  28- 
32.)  The  Atlanta  prosecutors  did  not  have  security  clearance  to 
review  classified  information  until  April  1991,  and  accordingly 
they  did  not  receive  these  cables  when  they  were  disseminated. 
(McKenzie  Tr.  39,  56.)   ' 

2.     Routing  Cables  At  the  7BZ 

The  process  for  routing  cables  at  the  FBI-  in  the 
September  1989  -  February  1991  period  was  more  structured.  The 
cables  were  received  electronically  at  the  FEZ  Communications 
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Center,  and  routed  in  hard  copy  fons  to  the  specific  individual  or 
entity  identified  on  the  "pass  line.""  If  no  person  or  entity  was 
identified,  the  cable  was  routed  according  to  "the  unit  or  section 
most  likely  to  be  involved  in  the  sulsject  natter  of  the  cable.  The 
Unit  or  Section  Chief  in  turn  forwarded  the  cable  to  the  appropri- 
ate Supervisory  Special  Agent.  Any  of  these  persons  could  forward 
the  information  to  another  unit  or  section  or  to  a  field  office. 
The  information  could  also  be  Barked  for  indexing  and  storage  on  a 
computer  by  the  Information  Services  Section,  and  later  be 
retrieved  by  searching  for  the  date,  the  sender,  or  the  subject 
matter.  Hard  copies  of  all  cables  verc  eventually  stored  according 
to  general  sxibject  matter  in  the  central  records  system  at  FBI 
headquarters.  The  FBI's  review  pf  these  hard  copies  shows  that  the 
CIA  cables  listed  as  Items  3,  4,  and  6  above  were  routed  to 
Division  6  (Criminal)  at  headquarters,  and  to  the  Atlanta  field 
office  (no  indication  as  to  any  iivlividual) ." 


"After  October  7,  1991,  Top  Secret  or  conpartaented 
information  vas  sent  to  the  Special  Fila  Room,  where  a  control  form 
was  attached  to  establish  the  chain  of  custody. 

'''The  FBI  headquarters  files  show  that  at  least  one  CIA  cable, 
dated  20  April  1990,  vas  followed  up  on  by  Gregory  D.  Meacham, 
Supervisory  Special  Agent,  FBI,  who  sent  a  teletype  to  the  Legal 
Attach*  in  Rome  on  Kay  14,  1990.  That  teletype  stated  in  part: 

The  Information  contained  in  [the  cable]  vas 
either  knovn,  anticipated,  or  inaaterial  [sic] 
to  the 
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C.  Won-biPB»o{ nation   Of   CTttla   Ctbl^i 

Four    CIA    intelligence    cables    were    never    disseminated 
outside   the   CIA,    even  though  they  were  submitted] 
for  dissemination  by  headquarters.     Those  cables  are: 

1.         yhe    17    Kov»'mh«>r   1980    CTA    intelligence 


2.         Ts>  ?i  wovMfrflr  ^^^^  g^^  Intwniqtncc  Mbit: 


(OZC  tx.   315.; 

Thg  27  Hovtff>>*r  1989  g^   Intelligence  cablet 


Robert   Peter,  ■■^■oaiip— T— ■  .    ^L'    v,n^  fhur    rai    he; 

remembers    receiv"  this    teletype    •"^^^^^"'^^"fr^I^f^.r^ina    BNL 
quarters   was    on   top   of   the   relevant    CIX   traffic    regarding    BKL. 

(Peter  Tr.    39-43.) 
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4.    The  7  Deceraber  1990  CIA  intelligence  cabl$; 


(OZC  Ex.  108.) 
The  CIA  operational  cabX«  E 
17  Noveaber  1989  intelligence  report 
FBI  "Legat"  Mfl^Bhad  advised 


accoBpjmyijig  the 
statei  that  the 
that  the  report 


Vas  "diecoverahle"  and  could  conceivably  remit  in  the  »ource  of 
the  inforaation  being  called  as  a  vitness  in  the  BKL  trial  in 
Atlanta.  ^RBB|^|H||Bfa8]ced  for  comments  from  headquarters  on 
this  advice.  Similarly,  the  CIA's  operational  cable 
accompanying  the  7  December  1990  intelligence  report 
stat«s  that:  "'Legat'  officer  recommended  against  submission  of  the 
[report]  noting  that  every  paragraph  contains  damaging' information 
which  is  'clearly  discoverable."*  (OIC  Ex.  103;H^|^r.  55-62, 
69-74.)  ^B| 

K^BS  ^^°  prepared  these  cables,  stated  that  the 
Assistant  FBI  "Legat"  did  in  fact  give  this  advice,  but  that 
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[nonetheless  recocuaended  disseDinatlon.  H^^wdid  not 
consider  this  advice  to  be  pressure  or  influence  to  withhold  or 
conceal  intelligence  infomation  regarding  the  "BNL  scandal. 
fl^HlTr.  6-17.)  Peter  denied  ever  having  suggested  that  CIA 
intelligence  reports  not  be  subaitted.  He  stated  that  he  siaply 
advised  that  discoverability  of  intelligence  infomation  vas  a 
possibility  given  the  existence  of  an  ongoing  criminal  proceeding, 
and  he  never  believed  that  this  vould  result  in  the  intelligence 
not  being  disseminated.   (Peter  Tr.  26-27,  32-33,  62-68.)  J|^ 

t^^B^BB^B^BBHM  ^*  Deputy  Reports  Officer 
CIA  headquarters,  testified  that  the  only  reason  the  three  1989 
intelligence  reports  listed  above  vera  not  disseminated  was  because 
they  reflected  information  already  t«ported  in  the  London  Financial 
Ila££  newspaper,  and  that  the  1990  intelligence  report  listed  above 
vas  factually  unsupported.  She  denied  that  the  CIA  withheld  any 
reports  from  dissemination  based  on  pressure  or  influence  by  the 
FBI  "Legatt"  ^^m^or  by  anyone  else  at  DOJ.  ^jf/f^Tr,  27- 
36-41.)  fBf 

W^^BSffttstimony  is  supported  by  the  cables  that  CIA 
headquarters  vas  sending  ^^^^HSHQ^Q  at  the  time.  Specifi- 
cally, a  cable  dated  14  December  1989  tl^BSBBHHI  from  CIA 
headquarters  advises  IH^^BI^^BB^"^  ^*  ^^  November  ^B^ 
^^Bl'  ^^  November  ^HH|^V«  ^^^  27  November  JB^^B^S  1989 
intelligence  cables  would  not  be  disseminated  because  they  rep«ated 
information  already  reported  by  the  London  Financial  Tiffes.  (This 
14  December  1989  cable  also  notes  that  the  "discoverability"  of 
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intelligence  was  not  a  real  concern.)  Sioilarly,  a  cable  dated  21 
Oecer&ber  1990  CI^^hH^^H^H  states  that  headcpjarters  had 
decided  not  to  disseminate  the  7  Deceaber  1990  intelligence  report 
because  the  source  "did  not  appear  to  have  any  factual  foundation 
for  these  allegations.  We  would  be  very  interested  in  reporting  on 
this  topic  if  station  is  able  to  obtain  nore  detail.  .  .."  (OIC 
EX.    104;fl|H[Tr.    58-62,    69-75;  fHHVTr.    21-22.) 


17.  Doj  mctrrts  iktblliosj»c2  nrrosxxnoK  rRox  tez  cix,  in 

RZ8PON3E  TO   ITS   IHITIXL  KlOUtBTB   —   X0GP8T  1»90   -  OCrrOBgR 
1»»0 

Having  described  the  intelligenc*  infomation  actually 
gathered  and  disseainated  in  the  normal  course  on  the  subject  of 
whether  or  not  "BNL-Rone  Jcnev,"  'l  shall  nov  turn  to  the  specific 
requests  by  the  DOJ  for  intelligence  information  in  the  BNL 
investigation. 

X.         Th»  ciX's  >nmi»t  34  Iateri«  teipoate 

The  CIA  provided  en  "interia  response"  in  a  letter,  dated 
August  24,  1990,  from  Janeson  to  DOJ's  Creenberg.  (OIC  Ex.  15) 
The  letter  stated  that  a  "preliainary  review"  had  found  a  "signifi- 
cant afflount  of  information"  relating  to  three  of  the  individual 
names  Greenberg  had  provided,  a  "limited  amount  of  information"  as 
to  twelve  of  the  names,  no  information  as  to  ten  of  the  naaes,  and 
that  it  was  not  yet  clear  whether  the  CIA  had  operational  relation- 
ships with  any  of  the  names.  The  letter  further  stated  that  addi- 
tional information  would  be  provided  once  "component  processing" 
had  been  completed.     Jameson  stated  that  the  current  situation  in 
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Iraq  had  caused  CIA  offices  to  be  "quite  busy"  and  made  it  diffi- 
cult for  a  faster  response,  but  Janeson  noted  that  an  earlier- 
response  would  be  possible  if  Greenberg  had  any  specific  questions. 
(OIC  Ex.  15.) 

Although  the  DOJ's  August  3,  1990  aemorandua  request  had 
been  addressed  to^HB^B>  Jaoeson  had  received  the  neBorandua  from 
and  believes  he  assigned  the  project  to  a  paralegal, 
Jaaeson  viewed  the  DOJ's'BKL  request  as  "routine"  and  he  did 
not  review  any  of  th*  information  obtained  by  the  CIA  in  its 
search.  In  signing  th«  August  24,  1990  "interia  response"  letter, 
Jameson  apparently  took  it  for  granted  that^^Hhad  contacted  the 
appropriate  CIA  coaponents  and  had  properly  executed  the  search.^ 
( Jameson  Tr.  15-22,  24-25.) 

Greenberg  wrote  an  E-Mail  to  Orgenson  on  August  24,  1990 
suaaarizing  inforaation  that  he  bad  received  froa  Jaaeson 's 
"interim  response."  (OIC  Ex.  12.)  Greenberg's  aeaorandua  noted: 

CIA  vill  process  the  materials  as  soon  as 
possible,  but,  given  the  situation  in  Iraq 
they  don't  feel  they  vill  be  able  to  finish 
until  early  Septeaber.  Barijig  [sic]  soae 
exigent  circumstance  on  our  part  I  suggest  ve 
do  not  press  thea  at  this  tiae.  (OIC  Ex.  12, 
p.  1.) 


''Jaaeson^is  not  completely  certain^that  he  assigned  the 
project  to  %^f  although  he  refers  to  ^^^in  his  letter  to 
Greenberg.  According  to  Jaaeson,  it  was  not  unusual  for  attorneys 
within  the  CIA's  Office  of  General  Counsel  ("OCC")  to  have  letters 
for  their  signatures  prepared  by  subordinates  and  for  attorneys  to 
sign  such  letters  without  detailed  review.  The  general  philosophy 
in  the  OCC  was  that  "you  don't  want  to  micro-aanage  staff"  and,  in 
the  metaphor  of  General  Counsel  Elizabeth  Rindskopf,  "we  want 
thoroughbreds  and  we  want  ...  to  let  thea  run."  (Jaaeson  Tr.  73- 
74.) 
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B.     The  CIX'B  OctobT  i   R*aP0D>» 

By  letter  to  Greenberg  dated  October  2,  1990,  Jaaeson 
supplenented  the  CIA's  earlier  response  by  citing  certain  informa- 
tion "relating  to  BNL  transactions  in  financing  activities  in  Iraq" 
and  annexing  classified  exhibits  in  response  to  Creenberg's  request 
for  information  on  the  naned  individuals.  (OIC  Exs.  17  and  18, 
respectively. )°  The  classified  exhibits  Included  responses  in 
connection  with  the  names  provided  by  Greenberg  and  referred  to  28 
"intell  reports"  (or  cables)  that  "may  be  passed  on  to  Justice." 
(OIC  Ex.  18,  pp.  1-2,  5-7,  9-11.)  The  October  2,  1990  letter  also 

referred  to  the  existence  of  classified  documents  originated  by  the 

State  Department,  KSA  and  OZA.°  : 

An  £-Mall  from  Richard  -^  Mueller  dated  October  5,  1990 

suggests  that  OOJ  vas  also  avare  of  the  CIA  cables  that  case  in  the 

October  2  response.  The  E-Mell  reads: 

What  a  way  to  start  the  day  -  Greenberg  tells 
Be  he  has  received  some  interesting  Baterial 
from  CIA  which  he  wants  to  bring  to  our 
attention.  Just  an  alert. 

(OIC  Ex.  317.)  Neither  Greenberg  nor  Richard  remembered  reviewing 

any  ciA  materials  with  Mueller  at  the  time. 


°As  with  the  CIA*s  August  24  "interim  response,"  Jameson  did 
not  personally  review  any  of  the  information  gathered  by  the  CIA. 
A  distribution  list  attached  to  Jameson's  copy  of  his  October2 
letter  to  Greenberg  indicates  that  the  letter  was  prepared  byVB^I 
for. Jameson's  signature.   (Jameson  Tr.  28-31.)  .  ^1^^ 

*^e  CIA  was  unable  to  provide  the  DOJ  with  such  documents 
because  of  the  "third  agency  rule,"  which  provides  that  only  the 
originating  agency  can  disseminate  its  documents.  IHB^Tf'  31- 
32;  Jaaeson  Tr.  33-34,  36.) 
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Although  CreerUserg  and  Clark  generally  remembered 
reviewing  intelligence  materials  attached  to  this  CIA  letter,  they 
do  not  recall  which  specific  information  they  reviewed.'* 
Creenberg's  review  seems  to  be  confirmed  by  the  fact  that  Urgenson 
recalls  taking  notes  on  information  provided  by  Greenberg  regarding 
the  CIA's  October  2  response  that  same  day.  Drgenson's  typed  notes 
included  the  following  observations: 
3. 


""^^Creenberg,  who  recalls  having  seen  the  CIA  cables  dated  5 
October  1989,  12  January  1990,  and  20  October  1989  that  are 
referred  to  above,  has  no  recollection  of  having  seen  the  other 
intelligence  information  suggesting  that  "BNL-Roat  knew." 
(Greenberg  Tr.  120-143.)  Similarly,  Clark  recalls  having  reviewed 
all  the  CIA  cables  provided  back  in  that  time  frame,  but  has  no 
recollection  of  any  specific  cables.  Clark  is  fairly  sure  that  all 
the  CIA  cables  received  on  October  2,  1990  are  listed  on  the  April 
1992  index  prepared  by  Nancy  Brinkac.   (Clark  Tr.  76-85,  95-106.) 
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(OIC   Ex.    12.) 

Although  Urgenson  could  not  recall  seeing  specific  CIA 
cables,  his  notes  suggest  that  on  October  2,  1990,  Greenberg 
informed  hia  of  the  substance  of  at  least  four  CZA  intelligence 
cables  dated  15  September  1989,  12  January  1990,  5  October  1989, 
and  20  April  1990,  respectively.  The  last  three  cables  suggest 
that  sose  BKL-Roae  officials  say  have  had  contemporaneous  knowledge 
of  the  unauthorized  loans  by  BKL-Atlant*. 

V.  XDDZTZOKAL  DOJ  JtlQOISTS  TOX  DtTXUZOXVCZ  ZXTOftXATZOV  TJLOK 

jdx  TEZ  xazacitt,  xxs  ujkksu  to  Txofi  uscxrrs  — 

OCTOBCT    19>e    —   KAICT    19W ■. 

X.  The  DOJ  Letter  lequests 

Greenberg  followed  up  on  Jaaeson's  October  2  response 
that,  inter  alia,  referred  to  documents  originated  by  other 
agencies  fl.e. .  the  "third  agency  rule*}.  He  sent  letters,  dated 
October  8,  1990,  to  Jaseson  at  the  CZA  (OZC  Ex.  20),  William  J. 
Allard,  General  Counsel,  at  the  DZA  (OZC  Ex.  70),  and  to  the  HSC 
and  State  Department.  In  addition,  Greenberg  sent  a  similar  letter 
request  for  BNL-related  information  to  the  KSA  on  October  12, 
1990." 


"Greenberg  sent  the  October  8  letter  to  Jameson  at  the  CIA  as 
well,  just  to  be  sure  that  the  search  was  as  complete  as  possible. 
(Greenberg  Tr.    161.) 

30 


586 


UHCLASSlFluU 


Creenb«rg'6  October  8  and  October  12  letters  broadly 
requested  "any  infonsation  .  .  .  relating  to  BNL,  its  Atlanta 
agency  operations,  and  the  Italian  and  Iraqi  governaents, "  among 
other  things.  The  letters  also  Bought  in-fonnation  about  those 
agencies'  relationships  vith  31  listed  individuals  and  companies 
and  "whether  BKL  funds  ^  were  used  directly  or  indirectly  for  the 
purchase  of  ispleaents  of  war  or  dual  use  iteas  which  can  be  used 
in  the  manufacture  of  implement*  of  war."  Finally,  the  letters 
updated  the  list  of  individual  names  that  Greenberg  had  sent  to  the 
CIA  with  his  August  3  letter,  and  It  limited  the  search  to  the  time 
period  beginning  March  1986.  Creanberg  believed  that  these  broad 
requests  also  called  for  information  on  whether  BNL-Roac  knew,  as 
well  as  many  other  sxibjects.  (Clark  Tr.  109-110;  Greenberg  Tr. 
114-115,  162-163.) 

B.  The  CIA't  SueelMental  KetPOBse  -  Dee««ber  1999 
On  December  18,  1990,  tha  CIA  wrote  a  third  response 
letter  to  Greenberg  as  part  of  its  overall  response  to  the  DOJ 
inquiries  for  BKL '  intelligence  information  and,  specifically, 
Greenberg 's  October  8  letter.  (OIC  Ex.  61.)  The  December  18 
letter  reiterated  that  the  CIA  had  received  cables  disseminated  by 
the  State  Department,  and  that  it  was  referring  those  cables  to  the 
State  Department  for  its  further  review  and  a  direct  response  to 
Greenberg 's  requests  at  DOJ.**  In  total,  the  CIA  provided  over  100 


"in  letters  dated  October  19  and  December  19,  1990,  the  CIA 
referred  such  cables  to  the  State  Department  and  DIA.  (OIC  Ex. 
76.) 
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cables,  intelligence  reports  and  Burxiaries  to  the  DOJ  in  response 
to  the  Greenberg  requests.  However,  Dost  of  those  cables  did  not 
relate  to  the   issue  of  whether  "BNL-Rooe  knew." 


C.  Tb«   DIX   Respopa*    -    }Jovemb<r   1990 

The  DIA  provided  an  interia  response  to  Greenberg 's 
October  8  request  by  letter,  dated  November  22,  1990,  from  Terry  £. 
Bathen,  Assistant  General  Counsel  ("Bathen").  (OIC  Ex.  73.) 
Bathen  had  received  the  assignaent  to  -prepare  the  DIA's  response 
fron  Robert  H.  Berry,  Jr.,  Deputy  General  Counsel  ("Berry"). 
Bathen 's  letter  to  Greenberg  included  three  intelligence  reports 
that  the  OIA  considered  responsive.      (OIC  Ex.   74) 

One   of  those   reporti,    as   discussed   above,   was   a  cable 
prepared     by  fl^^^QHBQflffi^HHV  bearing     serial     nusbar 

and    dated    Septasber     12,     1989 


^'According  to  Berry, 
as  "secret  specat"    (specia 


^^_^  was  "over  classified" 

egoTyy,   a  designation  reserved  for 

reports  of  greater  national  security  concern.      (Berry  Tr.    15-16.) 
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;CIC  EX.  74.)   . 

JI^HHjHBHJIPI  drew  the  Creenberg  and 

Clark  at  DOJ  and  they  arranged  to  neet  with jH^^^ and  Bathen  in 
January  1991.   (Berry  Tr.  17,  21-23,  34-37.)   Bathen's  Beaorandum 
of  that  meeting,  dated  January  18,  1991,  indicates  that^fBeaid 
he  may  have  written  a  second  report  or  draft  on  the  issue.   (OIC 
Ex.  81.)   The  OIA  conducted  a  search  for  a  second  such  report  or 
draft,  but  found  nothing  on  file*   Bathen  later  told  Berry  that 
when  he  told  fl^HH  that  the  DIA  had  been  unable  to  locate  any 
drafts  of  such  a  second  report ,^||m|||yc}cpr«ss*d  uncertainty  as  to 
whether  he  had  in  fact  written  «uch  a  report.   (Berry  Tr.  35-36.) 
After  that  aeeting,  Creenberg  aitd  Clarlc  believed  that^B|||Phad 
inflated  the  extent  of  his  sourcf 's  )cnowl«dgt  and  did  not  believe 
the  flH0  report  to  be  significant.    (Barry  Tr.  17;  Clark 
Tr.  121.)   According  to  Btrry,  Bathen  reached  the  saae  conclusion 
from  the  meeting.   (Berry  Tr.  16-17.) 

Th«  DIA  also  provided  a  supplemental  response  by  two 
letters,  dated  January  2,  1991,  from  Bathen  to  Creenberg,  that 
transmitted  a  total  of  six  cables.  (OIC  £xs.  79  and  80.)  Bathen 
sent  two  letters  on  the  same  date  because  one  enclosed  five  cables 
labeled  "Classified"  (OIC  Ex.  79,  with  enclosures)  and  a  separate 
letter  transmitted  a  cable  labeled  "Top  Secret—SCI"  .(OIC  Ex.  80, 
with  enclosure) .°  None  of  the  six  cables  is  relevant  to  the  issue 
of  whether  BKL-Rome  had  contemporaneous  knowledge  of  the  unlawful 
activities  at  BNL-Atlanta. 
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D.  The   Stttt  D>ptytm«nt   RespoD»»   -   D»c«ibT   19»0 

The  State  Department  responded  to  Greenberg's  October  8 
infonaation  request  with  a  letter  dated  Decenher  18,  1990.  The 
letter  asserted  that  the  State  Departnent  had  gathered  a  "nuaber  of 
possibly  relevant  docuaents."  Over  100  intelligence  reports  were 
ultimately  provided  to  the  DOJ  froa  the  State  Departnent.*  Clark 
reviewed  these  State  Departaent  intelligence  reports  in  Washington, 
although  he  did  not  reaesber  precisely  when;  and  the  prosecutors 
transported  the  cables  to  Atlanta  in  April  1992  the  cables  for 
their  review.  (Clark  Tr.  119.)  Most  of  these  cables  did  not 
relate  to  whether  "BNL-Roae  knew." 

S.  The  H8A   R»iPeHte''»   PtTTHt^r   1??9 

In  response  to  Greenberg's  October  S  requests,  NSA 
conducted  a  broad  search  of  the  data-base  aost  likely  to  contain 
information  regarding  BNL,  and  discovered  e  nuaber  of  reports  of 
intercepted  coaaunications  it  thought  were  responsive.  At  soae 
point  in  Deceaber  1969,  J.  Lionel  Kennedy,  an  attorney  at  NSA 
supervising  this  search,  orally  advised  Clark  or  Greenberg  that 
those   reports   were  available  for  their  review.      On  Deceaber  27, 


^A  State  Departaent  internal  aeaorandua  froa  "L."  (the  Legal 
Departaent)  to  Tile,"  dated  January  2,  1990,  records  that  DOJ's 
Clark  received  froa  the'  State  Departaent  32  cables  that  were 
referred  by  the  CIA,  3  cables  froa  State  Departaent 's  own  files, 
and  48  docuaents  retrieved  by  Frank  Kachak  of  FAIM.  Such  docuaents 
were  transaitted  to  Clark  from  the  State  Departaent  with  a  cover 
aeaorandua,  also  dated  January  2,  1990.  According  to  all  available 
documents  and  testiaony,  the  dates  in  both  aeaoranda  appear  to  be 
inaccurate  fi.e.  .  1990  instead  of  1991) .  A  possible  explanation 
Bay  be  that  the  author  of  the  aeaoranda  at  the  State  Department, 
writing  just  after  the  new  year  (January  2),  inadvertently  used  the 
previous  year  in  dating  the  aeaoranda. 
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Clar)c  and  Creenberg  visited  NSA  to  review  these  reports  and  went 
through  nest  of  the  oaterial.  Kennedy  expected  then  to  return  the 
following  week  to  continue  their  review,  but  never  heard  back  from 
them.  Kennedy  was  fairly  sure  that  Clark  and  Creenberg  did  not 
conplete  their  review  of  the  KSA  reports,  and  Creenberg  confinaed 
that  impression.^  (Kennedy  Tr.  7-26;  Clark  Tr.  121;  Creenberg  Tr. 
179-185).  There  is  no  record  that  anyone  at  the  DOJ  ever  went  back 
to  complete  the  review.   (Kennedy  Tr.  24-26.) 

r.     The  K8C  Respeaat  -  KoveahT  1990 

On  Novenber  29,  1990,  Gre«nb«rg  reviewed  the  NSC 
materials  responsive  to  his  requests  which  wer«  related  to  "foreign 
policy"  issues,  such  as  loans  to 'Iraq.  They  contained  no  inforaa- 
tion  on  the  subject  of  whether.^  BKL-Roa«  knew,  or  whether  the 
intelligence  agencies  had  contemporaneous  knowledge  of  BKL- 
Atlanta's  unauthorized  loans.  (OIC  Ex,  202;  Creenberg  Tr.  167- 
173.)  Clark  did  not  recall  reviewing  any  NSC  docxiaents  (Clark  Tr. 
121.) 


^FBI  agents  reviewed  all  these  NSA  reports  again  in  connection 
^/ith  this  investigation,  and  found  nothing  on  the  subject  of  BKL- 
Rone's  contemporaneous  knowledge  of  BNL-Atlanta  activities.  Simi- 
larly, they  found  nothing  bearing  on  any  knowledge  of  U.S.  intelli- 
gence agencies  of  the  BNL  scandal  or  their  involvement  therein. 
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VI.                   COKMC7><ICXTION8     WITHIW     THS     DOJ     JLBC3ARDIN0     IKTELLIGEMCS 
IN-'ORKATIOH   —    OCrOBER   -    PgCEKBER    19  90 

In     June     1990,     DOJ     clearly     took     responsibility     for 

coordinating   all    the   requests   made   to   the   Intelligence   Cooounity 

regarding    the    BHL   investigation  and   the  gathering   of    responsive 

caterials.      However,   there  is  soiDe  disagreement  as  to  who  had  the 

ultimate  responsibility  for  reviewing,  analyzing,  and  following  up 

on  the  inforaation  received. 

Clark  stated  that  he  conducted  an  initial  review  of  the 

intelligence    information    and    did    sone    follov-up,     as    described 

above. ^''      He   further  stated  that  he  probably  told   the  DSAO  that, 

in  his  opinion,  the  intelligence  infonnation  vas  aostly  speculative 

or    did    not    establish    "conteaporaneou*    knowledge"    by    BKL-Roae. 

However,   Clark  insists  that  he  told  the  DSAO  that  they  had  to  look 

at  the  infonaation  for  theaselve's,   and  that  they  should  do  their 

own  analysis  and  follow-up.     Clark  denies  that  he  ever  reached  any 

fira  conclusions  ahout  this  aaterial.     In  Clark's  view,   the  USAO 

had   Buch    greater    familiarity   vith   the    facts,    and   could   better 

determine   what   intelligence   inforsation  vas   useful.       (Clark  Tr. 


'^Crecnberg  believed  that  very  little  follov-up  vas  done  on  any 
of  the  intelligence  information,  even  though  such  follow-up  would 
have  been  routine.  He  assumed  that  Clark  would  conduct  such 
follow-up  "when  appropriate,"  but  certainly  before  the  indictment. 
Creenberg  did  not  believe  he  was  responsible  for  these  tasks, 
because  he  vas  becoming  less  and  less  involved  in  the  BKL  matter. 
(Creenberg  Tr.  144-154.)  Mueller  noted,  however,  that  prosecutors 
did  not  traditionally  focus  on  leads  from  intelligence  sources  as 
being  particularly  productive,  for  a  variety  of  reasons.  (Mueller 
Tr.   36-38.) 
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122-126,  127-130,  138-139,  152.)^'   I  »ust  note,  however,  that 

within  DOJ,  Clark  was  the  cost  knowledgeable  about  the  BNL  natter. 

By  contrast,  the  USAO  believed  that  Greenberg  and  Clark 

had   assumed   responsibility   for   reviewing   this   intelligence 

infomation.  As  Rukstele  stated: 

Clark  lived  with  this  case  for  Bonths.  And 
he's  a  bright  guy.  And  I  have  all  the  confi- 
dence ,  in  the  world  in  his  to  look  at  a  CIA 
docuaent  and  say,  this  lapacts  on  the  indict- 
ment, or  this  doesn't  inpact  on  the 
indictaent. 

(Rukstele  Tr.  53.)   McKenzie,  Rukstele  and  Wade  each  recall  that 

Clark  stated  that  he  and  Greenberg  had  reviewed  responsive  material 

froB  the  intelligence  agencies  and  dcterained  that  the  Inforaation 

cospiled  would  not  affect  or  Influence  the  proposed  expanded 

indictaent.   (McKeniie  Tr.  57-60; .Wade  Tr.  34-37;  RuXstele  Tr.  49- 

54.)  Moreover,  the  USAO  thought  that  its  reliance  on  Greenberg  and 

Clar)c  was  justified  because  both  had  greater  experience  in  the 

Intelligence  Coaaunity,  the  appropriate  security  clearances,  faail- 

iarity  with  the  facts  and  issues  in  the  BKL  case,  and  both  had  been 

given  the  assignaent  by  Urgenson  at  the  April  1990  meeting  at  DOJ's 

Coaaand  Center.   (McKeniie  Tr.  54-60;  Ru)tstele  Tr.  43-53.) 


'^  Clark's  version  seeias  to  be  supported  by  a  Beaorandua 
dated  Deceaber  6,  1990  froa  Clark  to  McKenzie  that  discussed 
Clark's  work  on  the  indictaent  and  advised  that  "soae  of  the  CIA 
oaterials  are  here  and  can  be  reviewed  by  you  at  any  tiae."  (OIC 
Ex.  29.)  Clark's  aenorandua  also  stated  that  additional  CIA,  State 
Departaent  and  OIA  responses  were  expected.  Clark  also  inforsed 
Urgenson  in  a  aeaorandua,  dated  Deceaber  7,  1990,  that  BNL-related 
aaterials  froa  CIA,  DIA,  State  Departaent,  and  NSA  would  be 
available  for  the  USAO's  inspection  at  DOJ  within  two  weeks.  (OIC 
Ex.  27.) 
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Letters  and  Deooranda  froa  McKenzie  to  DOJ  in  the  Fall  cf 
j^990  appear  to  support  the  USAO's  view  that  DOJ  had  the  responsi- 
bility for  handling  Intelligence  Comaunity  issues.     McKenrie  wrote 
a  oenorancjua  to  Greenberg,  dated  October  9,    1990    (OIC  Ex.   91),   and 
a  letter  dated  October  15,   1990,   to  Urgenson   (OIC  Ex.  21}   seeking 
general  intelligence  information  (not  specifically  focused  on  BNL- 
Rooe's  )cnowledge).  that  she  believed  "could  Ispact  the  final  scheae 
draft     [of    the    indictaentj."*^        (OIC    Ex.     21.)        McKenzi*    wrote 
Urgenson   again   on   Deceaber   10,    1990,    repeating   the   requests    for 
infomation    on    U.S.     govemaent    involveaent    in    the    BNL-Atlanta 
activities.      (OIC  Ex.   28.)     Aaong  other  things,  McKenzie'*  letter 
sought  a  written  response  to  inquiries  concerning: 

(a)  Whether  the  uiuiuthorized  BNL-Atlanta 
funding  was  orchestrated^  approved  or  directed 
by  any  facet  of  tha  &.S.  intclligenca  or 
counter  Intelligence  Coaaunity  prior  to  August 
4,    1989;    (and) 

(b)  Hhethar  any  facet  of  tha  U.S.  Intelli- 
gence CoBBUnity  had  any  knovladga  of  illegal 
activities  at  BKL-Atlanta  prior  to  August  4, 


^McKenzie  and  RxiXstala  also  suhaittad  a  status  report  to 
Mueller,  dated  October  1,  1990,  to  supplaaent  tha  April  1990 
prosecution  Beaorandua.  The  status  report  again  raised  the 
question  about  the  knowledge  of  the  U.S.  Intelligence  Coaaunity, 
but  it  is  unclear  to  whoa  the  issues  were  assigned: 

\ 

Unanswered  questions  exist  about  tha  size, 
sophistication  and  activities  of  tha  Iraqi 
procureaent  network  discovered  during  the 
investigation.  Concern  centers  on  what 
knowledge,  if  any,  the  U.S.  intelligence  and 
counter-intelligence  agencies  possessed  and 
any  assistance  provided  to  the  Iraqi  network 
by  the  U.S. 

(OIC  Ex.  16,  p.  14) 
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1989,  and  if  so,  what  did  they  Vjiow  and  when 
did  they  knov   it.^ 

(OIC  EX.  28,  p.  1.) 

Similarly,  a  January  28,  1991  Bemorandum  from  Clark  to 
Taylor  reflects  that  ClarX  was  directly  involved  in  the  drafting  of 
a  new  prosecution  memorandUB,  even  to  the  point  of  directing  the 
precise  language  to  be  put  into  that  Beaorandua  concerning  intelli- 
gence information  received  by  OOJ.  The  January  28  Bemorandum  thus 
shows  that  ClarJc  was  Bore  involved  in  the  overall  BNL  Batter  than 
he  now  recalls.   (OIC  Ex.  303;  Clark  Tr.  138.) 

In  any  event,  it  does  not  appear  that  anyone  froa  the 
USAO  Task  Force  reviewed  any  of  the  intelligence  information  prior 
to  the  indictment  being  returned  on  February  28,  1991.  (McXenzie 
Tr.  67-69.)  Thus,  at  that  pointy  the  CSAO  Bust  have  been  relying 
upon  the  review  by  OOJ,  regardless  of  whether  that  reliance  was 
justified  or  whether  further  review  was  necessary.  Clark  di^  not 
believe  that  any  of  the  intelligence  inforBation  that  he  reviewed 
"indicated  with  any  degree  of  certainty  that  BKL-Roae  or  6KL  san- 
agenent  outside  of  Atlanta  was  culpable  and  aware."  (Clark  Tr. 
126-127;  Greenberg  Tr.  199.)   Clark  also  believed  that  the  Task 


'^cKenzie  also  wrote  a  letter,  dated  October  19,  1990,  to 
Wendy  Blank  in  the  Office  of  International  Affairs,  OOJ,  and  sought 
access  to  docunents  seized  by  the  British  in  the  case  against 
Matrix-Churchill,  TOG,  T«C  and  certain  individuals.  (OIC  Ex.  305.) 
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yorce  already  resolved  the  possible  leads  raised  in  the  cables.** 
(Clark  Tr.  90-94;  100-106.) 

VII.       TUHTEZR   DEBATE  ON  »H1THZR  BNL-ROKZ  TXZW  ' —  OCTOBER  1»90  - 
-  rEBROARY  1991 : 

Even  though  the  USAO  continued  to  advocate  in  its  October 

1990  prosecution  meaorandua  that  BNL-Roma  was  a  victim  of  the  BNL- 

Atlanta  scheme,  -DOJ  was  still  not  convinced.''  A  November  13,  1990 

Denorandua  to  Urgenson  from  Clark  recounted  a  aeeting  he  had  in  Kev 

York  with  officials  at  the  Federal  Reserve  regarding  BKL.   (OIC 

Ex.  23.)  In  the  meaoranduB,  Clark  described  a  number  of  documents 

containing  information  that  suggested  ■BKL-Rome  knew,"  and  raising 

leads  that  he  had  not  been  aware  of  and  that  had  not  (to  his 

knowledge)  been  pursued  in  Atlanta. **  (Clark  Tr.  115-117.) 

The  Hoveaber  13  Clark  meaorandua  resulted  in  a  six-page 

letter  from  Urgenson  to  Rukstele,  dated  November  15,  1990,  which 

,  raised  a  series  of  questions  as  to  the  Involvaaent  of  BKL 

management  outside  Atlanta,  and  asked  what  steps  had  been  taken  to 

follow  up  various  leads.   (OIC  Ex.  24.)  The  Clark  aemorandua  also 


'*Given  Clark's  strong  feelings,  even  up  to  the  eve  of  the 
Indictment's  return,  it  would  appear  that  had  intelligence 
information  supported  his  view,  he  would  have  disclosed  this 
supportive  evidence  to  the  USAO  and  the  DOJ. 

"in  an  October  1,  1990  status  report  to  Mueller,  Rukstele  said 
that  "final  approval  of  the  proposed  indictment  must  be  secured 
from  .  .  .  Department  of  State  and  National  Security  Council." 
(OIC  Ex.  16.)  Mueller  disagreed  with  this  statement,  saying 
neither  agency  had  the  right  to  approve  this  Indictment.  (Mueller 
Tr.  20-21.) 

**0n  December  1,  Clark  raised  this  question  again  in  a  rough 
draft  memorandum  to  Urgenson  concerning  the  latest  draft  indictment 
proposed  by  the  Atlanta  USAO.   (OIC  Ex.  304.) 
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prompted  Urgenson  to  write  a  memoranduffl  to  Kueller,  dated  Nov 

30,  1990,  stating  that: 

In  brief,  our  review  continues  to  raise  signi- 
ficant questions  concerning  the  completeness 
of  the  U.S.  Attorney's  investigation  on  the 
central  issue  of  whether  Banca  Nazionale  del 
Lavoro  (BNL)  was  an  unwitting  victin  of  a 
scheiae  to  defraud.  Z  am  sending  .  .  .  Clark 
and  .  .  .  Taylor  to  Atlanta  next  Monday  to 
review  all  oeaoranda  of  interviews  and  the 
dociiBentary  evidence  the  U.S.  Attorney  intends 
to  use  in  its  case  chief  as  well  as  to  develop 
a  list  of  witnesses  iO.S.  and'  Italian)  who 
should  be  called  before  a  grand  jury. 

(OIC  Ex.  26.) 

On  January  11,  1991,  aenbers  of  the  USAO  and  TasJc  Force 

(Ruckstele,  KcKenzie,  AUSA  Kent  Alexander,  Brill,  and  Agent  Wade) 

aet  with  attorneys  froa  DOJ  (Urgenson,  Clark  and  Taylor)  to  discuss 

4 

the  status  of  the  case.  An  outline  of  the  agenda  for  that  seating 
shows  that  the  DSAO  aade  presentations  on  several  issues  in  this 
case,  including  a  discussion  by  AUSA  Alexander  on  the  "iaportance 
of  indicting  the  case  as  a  scheae  to  defraud."  Two  of  the  points 
on  the  outline  for  this  topic  were: 

7. 

8. 

(OIC  Ex.  301.)  Kext  to  these  points  is  handwriting  that  appears  to 
say  "State-Italian  protest." 

-     At  the  January  11  aeeting,  it  was  agreed  that,  aoong 
other  things,  the  USAO  would" 


Congressional  scrutiny  and  likely  charges  of  a 

cover-up. 

Media  scrutiny  and  liXely  charges  of  a  cover-up. 


Clar)c  and  Taylor  spent  a  week  in 
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Atlanta  between-  January  25  and  January  31  helping  the  USAO 
prosecutors  complete  these  tasks. *^  (Clark  Tr.l41.) 

Following  AHHHBHHBHHBHHHHHHBKI  ^"^ 

review  of  documents,  the  DOJ  finally  accepted  the  view  that  neither 
BNL-Rooe  nor  its  employees  should  be  indicted.   On  February  1, 
1991,  Urgenson  wrote  a  neaorandua  to  Mueller  stating  that,  after 
this  work,  he  concurred  with  the  USAO's  recoanendation  that  BNL- 
Rooe  be  treated  as  a  victia.   (OXC  Ex.  32;  Urgenson  Tr.  145-146; 
Clark  143-151.)   While  Clark  concurred  in  that  recomaendation,  he 
still  had  doubts,  and  wrote  a  aeaorzinduB  to  the  file  that  saae  day 
raising  questions  as  to  whether  BHL-Roae  )cnev  or  should  have  known 
of  the  BKL-Atlanta  scheae,  perticularly  in  light  of  an  article 
dated  February  20,  1988  in  the  Middle  East  Eeoneai(;  Diyegt 
(."MEEB").   (OIC  Ex.  33.)   (Two  days  later,  Drogoul  and  Von  Wedel 
executed  the  first  of  the  four  MTLs  with  the  Iraqis.)   The  KEEP 
article  stated,  aaong  other  things,  that  BHL-Atlanta  bad  coaaitted 
to  financing  aany  hundreds  of  aillions  of  Coaaodity  Credit  Corpora- 
tion loans  to  Iraq,  and  that  BKL  was  higrhly  exposed  to  Iraqi  risk. 
(Olc  Ex.  203;  ClarX  Tr.  145-150.), 

Greenberg  stated  that  the  DOJ  attorneys  retained  concerns 
about  the  case  that  were  never  coapletely  satisfied.  In  his  view, 
the  interviews  of  the  Italians  never  fully  resolved  soae  basic 
issues,  and  certain  avenues  of  inquiry  were  not  "pushed." 


"On  or  about  January  15,  1991,  Rukstele  announced "that, 
effective  February  15,  1992,  he  would  becoae  First  Assistant  U.S. 
Attorney  in  Las  Vegas,  NV,  where  he  was  before  Atlanta,  and  there- 
after, he  would  no  longer  actively  be  involved  in  the  BNL  case. 
(Rukstele  Tr.  60-62.) 
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(ureer^erg  Tr.  2.02-203.)  However,  Creenberg  pointed  out  that  he 
was  not  closely  involveij  in  the  case  at  that  point.  (Creenberg  Tr. 
203-20<.) 

Whether  or  not  the  USAO  or  DOJ  attorneys  harbored  private 
doubts  about  BNL-Rone's  ignorance  of  BNL-Atlanta's  activities,  all 
agreed  that  there  was  insufficient  evidence  at  that  tine  to  warrant: 
an  indictoent  against  BKL-Rone.  Clark  did  not  believe  that  any  of 
the  intelligence  inforaation  was  "probative"  on  this  issue.  (Clark 
Tr.  152,  126-127.)  He  stated  that  the  USAO  could  have  been  core 
diligent  in  reviewing  the  available  intelligence  information; 
however,  he  did  not  think  that  a  Bora  diligent  review  would  have 
resulted  in  a  different  conclufidn.  He  also  said  that  he  did  not 
believe  that  the  USAO  deliberately  ignored  this  inforsation. 
(Clark  Tr.  152-153,  166.) 

As  a  result  of  this  work,  the  final  Indictaent  treated 
BKL-Rome  as  a  "victis"  of  a  sche>«  to  defraud  by  Drogoul  and  others 
at  BNL  Atlanta." 


"The  indictaent  did  not  charge  the  Central  Bank  of  Iraq 
("CBI"),  even  though  it  had  been  naaed  as  a  potential  defendant. 
Mueller  testified  that  the  decision  not  to  indict  CBI  was  based  on 
foreign  policy  considerations  raised  by  the  State  Departaent  and 
the  Treasury  Departaent.  (Mueller  Tr.  24-26.)  A  February  8,  1991 
Beaorandua  froB  Kicholas  Rostov,  Esq.  to  Brent  Scowcroft  at  the 
National  Security  Council  on  the  BKL  indictaent  stated: 

I  have  inforaed  Robert  Mueller  ...  of  your 
reluctance  to  seek  an  indictaent  of  Iraqi 
govemaent  officials  whoa  we  are  unlikely  to 
take  into  custody.  Bill  fiarr  say  call  you  to 
discuss  this  Batter.  ...  In  the  event  Barr 
calls  you  about  this  Batter,  I  reconaend  that, 
as  part  of  the  defense  of  your  policy 
preference  not  to  go  forward,  you  carefully 
question  hia  with  respect  to  the  (DOJ'si 

43 


599 


UINL.LA::)::)lrlt:iJ 

VIII.      XDDITIOKXL  INTBR-AQENCY  1K7ORXATI0H  RJSQUrSTS  — 
FEBROXJ^Y  1991 ^ 

In  February  1991,  the  DOJ  renewed  its  reqiaests  to  the  CIA 
for  name  traces  and  information  on  certain  individuals  and  cor- 
porate entities  in  anticipation  of  the  BNL  indictment  about  to  be 
returned  by  a  Grand  Jury  in  Atlanta.  In  a  letter  dated  Feiruary  9, 
1991,  Richard  of  DOJ  wrote  Jameson  and  requested  updated  informa- 
tion on  all  the  entities  previously  named  in  the  Greenberg  letters 
as  well  as  two  new  entities,  Central  Bank  of  Iraq  and  Rafidain 
Bank.  Two  days  later,  Richard  orally  requested  Jameson  to  initiate 
a  search  on  the  Iraqi  Ministry  of  Industry  and  Military  Production 
and  an  updated  search  on  Hafai  Dajani. 

The  CIA  responded  with  a"  letter,  dated  February  12,  1991, 
from  Jameson  to  Richard.   (OIC  Ex.  306.)   The  letter,  consistent 

« 

with  previous  responses,  stated  that  "[njone  of  the  [CIA]  searches 
have  located  any  record  of  either  a  current  or  past  relationship 
between  this  agency  and  any  of  [the]  individuals  or  entities"  named 
in  Richard's  letter.  The  letter  concluded  by  noting  that  "we  have 
been  asked  to  respond  to  Congress  about  the  BNL  matter  and  would 
appreciate  any  thoughts  on  how  to  respond." 

The  CIA  provided  an  additional  response  to  Richard's 
February  9  request  in  a  letter,  dated  March  5,  1991,  from^BB^B 
Assistant  General  Counsel,  CIA  (^^BB)  to  Clark  at  DOJ. 


reasoning  for  wanting  to  proceed.  ... 

(OIC  Ex.  117.)  Attorney  General  Barr  said  that  he  had  no 
recollection  of  talking  with  anyone  on  this  issue,  and  Rostow 
recalled  no  further  discussion  on  this.  (Barr  Tr.  19-21;  Rostov 
Tr.  38-41.) 
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(OIC     Ex.    35.)  The    ^B    letter,     with     attachiDents,     conveyed 

additional    infonaation   from  the   updated   CIA   searches   in   the   fom 

newspaper  and   television   reports   o<^  flUHH^HHI^^ 
(ii)     10    new    intelligence    reports    on    the    naoed    individuals    and 
entities;  and  (ill)  classified  docuaents,  originated  by  NSA  and  the 
<;tate  Oepartisent,   which  were  referred  to  those  agencies. 

On  or  about  February  22,  1991,  the  DOJ  and  the  FBI 
received  the  CIA  cable  (listed  s^iSIAt  on  p.  17,  subpara.  10), 
reporting  that 


There  is  no  evidence  the  Fraud  Section  of  the 
Criainel  Division  or  the  DSAO  TasX  force  ever  sav  this  cable.  (OIC 
Ex.   313. 


ZZ. 


DOJ*f  Jt2CSIP7  07  TZ2   <  VOYZXBU  XfS»   7T7SSC3a?T  — 

Kxyca  i»»i 


r.  On  March  11,  1991,^^^Bvrote  another  letter  to  Clark, 
referring  to  a  recent  aeeting  attended  by|^^H\  Clark  and  Green- 
berg,  and  enclosing  a  copy  of  the  €  Noveaber  Typescript  by  the 
CIA's  Directorate  of  Intelligence  that  had  never  been  provided  to 
the  DOJ   (OIC  Ex.    53.)      Clar)c  did  not  believe  that  the  typescript 
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yjs   at   all    significant   on   the    issue   of   whether   "ENL-Roue    knew," 
because  it  was  based  only  on  press  reports. 

^^H^H  letter  e)fplained  that  the  6  Kovember  Typescript 
was  not  produced  in  previous  trace  searches  because  "the  office 
that  produced  it  inadvertently  failed  to  reference  it  in  the 
indices  maintained  by  the  Directorate  of  Intelligence."^  CIA 
Analyst  ^g^^a  ^^^  ^'^^  understand  this,  saying  that  a  copy  of  the 
typescript  would  have  been  kept  in  her  personal  file  and  her 
Division's  file,  and  could  have  been  easily  retrieved.  (Clark  Tr. 
63-84,    154  ;  ^^^^  Tr.    23-27.) 

The  6  November  Typescript  had  been  the  subject  of  the 
January  31,  1990  transmittal  letter  f  rom  ^^^9^^H  of  the  CIA  to 
David  Kunkel  at  Department  of  Agriculture  but  that  letter  was  not 
provided  to  the  DOJ  until  October  1992.  The  January  31  letter 
stated  that  "new  information"  had  come  to  light  that  "managers  at 
BNL  headquarters  in  Rome  were  involved  in  the  scandal."  ||j|^^S 
had  also  drafted  this  letter  for  ^^Q^Q  signature.  She  was 
unsure  whether  her  sources  at  the  time  were  public  or  private,  but 
when   she  was    later   asked   to   declassify   this    letter,    she    found   a 


''Members  of  the  USAO  Task  Force  saw  the  6  November  Typescript 
in  Washington  on  two  occasions.  First,  Wade  of  the  Department  of 
Agriculture  and  Richard  Horton  of  Customs  saw  it  during  a  September 
13,  1991  trip  to  Washington.  McKenzie,  Chartash  and  Wade  sub- 
squently  saw  it  when  they  traveled  to  Washington  and  viewed 
classified  materials.    (McKenzie  Tr.    70-72;   Chartash  Tr.    60-61.) 

The  6  November  Typescript  was  ultimately  sent  to  Atlanta 
by  DOJ  on  July  9,  1992,  in  response  to  HcKenzie's  request  for  a 
copy  of  a  report  that  had  been  cited  in  a  recent  Los  Angeles  Times 
article.  When  DOJ  forwarded  the  6  November  Typescript,  McKenzie  and 
others  in  Atlanta  realized  that  the  newspaper  article  had  cited  a 
report  that  they  had  already  seen.      (McKenzie  Tr.    71-72.) 
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pondon  Financial  Tii^gs  article  that  Bupported  this  statenent,  and 
was  able  to  declassify  the  letter  on  the  grounds  that  a  public 
source  existed.  ^^^^M  ^^'  31~33.)  She  disagreed  with  the 
August  14,  1992  letter  froB  Elizabeth  R.  Rindskopf,  General  Counsel 
to  the  CIA,  to  Allen  Charles  Raul,  General  Counsel  to  the 
Department  of  Agriculture,  which  suggested  that  the  31  January 
letter  was  based  only  on  press  reports.  (QIC  Ex.  223,  p.  3; 
Tr.  52-53.) 


X.         TCT  GOKZALZZ  flPKXXRY  —  OCTOBgR  1991 

In  October  1991,  the  House  of  Representatives'  Cocaittee 
on  Banking,  Finance  and  Urban  Affairs,  chaired  by  Representative 
Henry  Gonzalez  ("the  Conzalez  Coaaittee")  askad  th«  CIA  to  produce 
certain  BKL-relat«d  cables  that  the  Stat*  Departaant  had  identified 
by  serial  nuaber,  and  referred  to  the  CZA  under  the  "third  agency 
rule."  The  CIA  declined  to  produce  any  "raw"  classified  intelli- 
gence information  to  a  "non-oversight*  coaaittec  in  Congress  (such 
as  the  Gonzalez  Conaittec} ,  but  it  agreed  to  prepare  a  suaaary  of 
that  inforaation  as  a  coaproaise  ("the  Suaaary") .  It  also  added 
two  "Analytical  Coaaents"  at  the  end  to  "round  out"  the  CIA 
Suaaary. 

The  ^^^  section  of  the  CIA's  Directorate  of  Operations 
prepared  the  CIA  Suaaary  based  solely  on  the  cables  that  had  gone 
to  the  State  Oepartaent,  and  then  passed  it  along  to  the  Director- 
ate of  Intelligence  for  analytical  coaaents.   l^^^S  recalled 
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Knowing  the  Sumnary  and  analytical  consents  would  be  reviewed  by  a 

congressional  Comoittee  which  prompted  her  to  spend  approximately 

two  hours  reviewing  it  (and  possibly  the  cables) ,.  and  preparing  the 

conDents.   Her  "Analytical  Coaaent  B"  stated  that  two  of  the 

cables,  dated  October  20,  1989  and  February  21,  1991,  "confimed 

press  allegations  that  sore  senior  BKL  officials  in  Rose  were 

witting  of  BKL-Atlanta's  activities."   ffiH|B  does  not  recall 

reviewing  any  other  BNL  infonaation  before  preparing  the  conaents, 

although  she  had  sone  background  on  BNL,  discussed  above,  that  nay 

have  influenced  her  thinking.*'   19^^^»*  54-60.)  Ifc^K 

At  her  interviev,  ^to^p  insisted  that  the  Suamary  end 
the  underlying  cables  support!^  her  analysis.  She  recognized, 
hovever,  that  the  verb  "conflrsedf  could  be  sisinterpreted  to  aean 
that  there  vas  "evidence"  that  BKL-Roae  )aiev,  when  she  aeant  to 
suggest  that  the  cables  in  the  Suaaary  constituted  additional, 
firaer  inforaation  that  appeared  to  corroborate  press  reports. 
Sinilarly,  fSJaJJ^ -stated  that  she  did  not  Bean  to  suggest  that  the 
cables  showed  that  BNL-Roae  vas  "witting"  of  any  illegal  activities 
at  BHL-Atlanta.  The  word  "activities"  could  refer  to  either  lawful 
or  unlawful  activities,  and  the  cables  were  aabiguous  on  that 
subject.   nB^iia  Tr.  60-75.) 


(1 


^___^  did  not  recall  whether  she  reviewed  the  6  Hovenber 
Typescript  or  the  31  January  1990  letter  during  the  preparation  of 
Analytical  Coaaent  B. 
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AfterS^^ffl^  ^^"is^ed  her  connents,  the  Suraary  with  the 
analytical  connents  was  distributed  to  several  people  at  the  CIA,*^ 
but  it  was  not  distributed  to  the  DOJ  or  the  FBI.  The  Suaaary  was 
reviewed  by  Dennis  Kane,  of  the  Gonzalez  Committee,  in  October 
1991.  Kane  was  allowed  to  take  notes  on  the  Summary  and  these 
notes  apparently  became  the  basis  for  the  Gonzalez  press  release 
almost  a  year  later,  on  September  14,  1992.  (Clark  Tr.  97;^ 
Tr.  55.) 

XI.        XDDITIOHAX  IKTER-XCENCY  RZQOISTS  —  JONZ  X>»1  - 
?EBROXRY  1»92 

The  CSAO  continued  to  make  periodic  recjuests  for  intelli- 
gence information,  but  none  related  to  BNL-Roa«'«  taovltdge  or  the 
>movledge  or  participation  of  U.S.  government  agencies.  For 
example,  a  letter  dated  June  7,  1991  froa  Alexander  of  the  USAO  to 
^^M^^^^^-  of  the  CIA  submitted  four  additional  naaes  for  trace 
searches.^  In  addition,  Clark  sent  a  facsimile  transmittal,  dated 
February  21,  1992,  to  M|j|||WMiat  the  CIA.  The  transmittal 
froa  Clark  states  that  he  is  transmitting  "3  TD's"  that  bad  been 
released  to  the  CIA  during  1990  and  1991  and  that  Clark  would 


*^ne  of  the  people  on  the  routing  slip  was   

of  the  CIA*s  Office  of  Ceneral  Counsel,  although  MBJBP  does  not 
recall  seeing  the  Summary  at  that  time.  (^||^|^^Tr.  112'-'113.} 
Almost  a  year  later,  ^BBv^^°^*  ^^*  September  4,  1992  CIA  letter, 
for  Holmes's  signature,  tha^contained  responses  that  could  be  read 
to  be  inconsistent  with  HBHB|H Analytical  Comment  B. 

*^0f  the  four  names  submitted,  just  one  was  related  to  BNL. 
The  other  three  names  were  submitted  in  connection  with  a  separate, 
non-BNL  matter  that  Alexander  was  handling. 
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contact  "^^S  to  discuss  whether  "review  of  the  TD's  would  affect 
the  BNL  case."   (OIC  Ex.  225.) 

XII.       IN8PECTI0H  or  UnZLLlQZVCZ   INTORXATION  BY  TS2  DSXO 
TXSK  70RCZ  TEXK  —  APRTL  1991  -  XPRIL  199; 

The  USXO  and  its  TasX  Force  reviewed  the  intelligence 

infomation  received  by  DOJ  on  at  least  three  occasions  after  the 

indictnent  was  returned  on  Febnjary  28,  1991.  Clark  testified  that 

the  USAO  and  its  Task  Forc«  aeabers  thoroughly  reviewed  the  infor- 

nation  on  several  occasions  at  DOJ.  and  that  nothing  was  withheld 

froD  thea.   (Clark  Tr.  130.)  KcKenzie  felt  that  the  USAO  and  its 

Task  Force  had  an  "open  invitation-  to  review  the  intelligence 

inforaation,  but  she  felt  a  visit  was  not  »andatory  or  urgent 

because  Clark  had  told  thea  the  aaterials  would  not  affect  the 

Indictaent.   Hade  recalls  that  he  Reviewed  soae  State  Department 

cables  in  December  1990  or  January  1991,  and  that  he  and  Richard 

Horton  (of  Custons)  reviewed  CIA,  DIA,  and  State  Departaent  reports 

at  DOJ  on  September  13,  1991.   (Wade  Tr.  41-46;  55-68.)  Further, 

on  April  30,  1992,  the  DSAO'«  Kcl^enzie  and  Randy  Chartash 

("Chartash")  along  with  Wade  reviewed  four  to  five  folders  of  the 

classified  docuaents  at  DOJ  (including  CIA,  DIA,  and  State 

Departaent  reports  that  Wade  and  Horton  had  previously  seen)." 

After  their  April  1992  review,  they  were  peraitted  to  take  the 


"An  index  of  all  the  intelligence  reports,  which  ««»  P«P"«d 
by  Nancy  Brinkac,  a  trial  attorney  at  DOJ  working  with  Clark, 
confirms  that  on  April  30,  1992,  all  the  attorneys  working  on  this 
case  had  the  opportunity  to  review  all  of  the  cables  that  the  DOJ 
had  obtained  fron  the  Intelligence  Comaunity.  (OIC  Ex.  226.  Ciarx 
Tr.  74-79,  153.) 
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State  Department  classified  docuaents  (over  100  intelligence 
reports)  back  to  Atlanta.  The  CIA,  however,  declined  to  permit 
their  own  intelligence  information  to  be  renovod  from  the  DOJ 
building. 

ZZZ.       TEZ  DROGOOL  PLZA  WrXJtlHO   XKD  DSB&ISrZMQS  — 
jrjyt   -  XDGD8T  1»92 

On  June  2,  1992,  Orogoul  pleaded  guilty  to  €0  counts  of 
the  347  -  count  Indictaent  and  agr««d  to  cooperats  fully  vith  the 
Governoent.  At  the  plea  hearing,  Judge  Shoob  questioned  why  the 
USAO  was  permitting  Drogoul  to  plead  guilty  to  only  60  counts,  when 
he  had  shortly  before  indicated  that  ht  would  plaad  guilty  to  the 
entire  Indictaent  and  sake  a  full  state>«nt  to  tha  Court.  Judge 
Shoob,  in  accepting  Drogoul *s  9uilty  plaa,  suggested  that  Drogoul 
was  being  "silenced,"  and  warned 'that  he  would  get  no  downward 
departure  froa  the  sentencing  guidelines  if  ht  did  not  tell  the 
.full  story  at  his  sentencing  hearing.^ 

Thereafter,  the  OSAO  debriefed  Drogoul  on  33  occasions. 
During  these  debrief ings,  Drogoul  identified  five  individuals 
involved  in  the  £KL  scandal  thxt  ha  believed  Bight  have  so:e 
connection  with  U.S.  intelligence  agencies.  He  vas  also  asked 
repeatedly  whether  "BHL-Koae  knew."  Drogoul  offered  no  solid 
evidence  of  BML-Roae's  knowledge,  other  than  saying  that  he 
believed  officials  at  BKL-Roae  were  aware  of  the  unauthorized 


*'a  detailed  analysis  of  the  Rule  11  hearing  and  other  issues 
raised  by  the  Court  is  contained  in  Part  Z  of  this  Report. 
Accordingly,  this  Part  IZ  of  the  Report  will  consider  only  thost 
issues  raised  by  the  Court  that  relate  to  Intelligence  Coaaunity 
infomation. 
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loans,  based  on  their  )cnowing  glances,  winks  and  nods,  and  because 
they  "must  have  been  aware"  from  the  size  of  the  transactions  and 
other  "signals." 

In  August  1992  defense  attorney  -Bobby  Lee  Cook  began 
representing  Drogoul,  and  Drogoul  subsequently  refused  to  cooperate 
further  with  the  USAO. 

XIV.       CONGRZSSIOKXIr  COXMITTXS  WQOZSTS  —  JUK2  1>>2 

By  letter  dated  June  3  4.^1992,  Senators  David  L.  Boren  and 
Frank  H.  Murkowski,  on  behalf  of  the  Senate  Select  Comnittee  on 
Intelligence  ("Senate  Intelligence  Coaaittee"),  wrote  Robert  K. 
Gates,  Director  of  the  CIA,  and  requested  an  ."all-source  chronology 
which  recounts  all  Intelligence  Cbaaunlty  reporting  on  all  branches 
of  (BNL),  with  particular  eophasis  on  that  banX's  relations  with 
Iraq"  or  with  any  third  party  that  engaged  in  arms  transfers  or 
defense  cooperation  with  Iraq."  The  CIA  prepared  such  a  chro- 
nology.** 

On  July  2i,  1992,  Director  Gates  notified  Representative 
Gonzalez  that  nearly  all  of  the  6  Hoveaber  Typescript  (annexed  as 
QIC  Ex.  14)  had  been  declassified  and  provided  to  hia.  The  report, 
in  declassified  fora,  was  then  reprinted  in  the  July  31 
Congressional  Record  at  pp.  K7142-7144.  As  a  result,  Alan  Charles 
Raul,  General  Counsel,  Departaent  of  Agriculture,  wrote  an 


**A  copy  of  the  June  3  Boren  letter  and  an  abbreviated  two-page 
chronology  were  faxed  to  Ellen  R.  Meltzer,  Senior  Litigation 
Counsel,  DOJ,  on  September  2,  1992.  (OIC  Ex.  302.)  It  is  unclear 
whether  anyone  at  DOJ  was  previously  aware  of  the  Senate  Intelli- 
gence Comaittee  request  or  of  the  CIA's  chronology. 
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August  7,  1992  letter  to  Rindskopf,  CIA  General  Counsel,  requesting 
that  the  transmittal  letter  accoapanying  the  report  (j.g.,  the 
^^H|  letter  to  Kunkel,  dated  January  31,  1990) ,  be  declassified 
as  well.  (OIC  Ex.  223.)  According  to  Raul's  letter,  the  B^m 
transmittal  letter  provided  "certain  additional  information 
regarding  the  BNL-Iraq  situation  that  is  not  reflected  in  the 
November  6  nemofandun  .  .  .  (that)  is  highly  relevant  to  the 
current  inquiries  into  the  BKL-Iraq  aatttr."  Rindskopf  responded 
with  the  letter  to  Raul,  dated  August  14,  1992,  that  is  referred  to 
above,  which  enclosed  a  declassified  version  of  the  cover  letter 
and  noting  that  the  "additional  inforaation"  referred  to  by  Raul 
"has  been  sourced  to  various  newspaper  reportJ."  (OIC  Ex.  223,  p. 
3.) 

•  • 

X7.                  IJfTSX-AOZ^IC?  COXXXntlCATJOM  «CJJIDI«0  DmRfllOI/lXXTIRIJra 
XLLZaXTIOHS   —  JCTg    1»92   ■  AUCPW   19^1 

During  the  Suaaer  of  1992,  the  DSAO  askad  DOJ  to  request 
inforaation  from  the  Intelligence  Coaaunity  on  the  Issue  of  whether 
Iraq  was  diverting  agricultural  products  purchased  through  the 
Coaaodity  Credit  Corporation  guarantees  to  Soviat  blocX  countries, 
and    bartering    thaa    for    ailitary    equipaent.*'       Although    these 


"in  a  letter  dated  July  31,  1992,  DOJ's  ClarJc  wrote  Jaaeson 
at  t\^  CIA  concerning  the  diversion  and  sought,  aaong  other  things, 
copies  of  all  reports  provided  to  Congressional  Coaaittees, 
including  a  report  prepared  at  the  specific  request  of  the  Senate 
Intelligence  Coaaittee  regarding  the  Intelligence  Coaaunity's 
knowledge  of  BKL  and  the  Iraqi  procurement  network  (i.c,  the  "all- 
source  chronology"  prepared  by  the  CIA  for  the  Senate  Intelligence 
Committee).  According  to  Brinkac,  the  CIA  iaaediately  made 
available  to  the  DOJ  for  its  review  at  the  CIA  all  such  reports, 
and  Meltzer  reviewed  the  all-source  chronology. 
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reTJests  were  bro^d  enough  to  pick  up  additional  infornation  on  the 
issue  of  whether  BNL-Roae  or  the  Intelligence  Comaunity  knew  of,  or 
participated  in,  the  BNL-Atlanta  unauthorized  loans,  they  do  not 
appear    to    have    done    so,     despite    full    searches    and    review    of 


docunents.** 


XVI.  Tir  KZtTTMG  }f  nOJ  OV  >0GU8T   31.    19?2 

on.  August  31,  1992,  Brill  net  with  Mueller  and  Ira 
Raphaelson  in  connection  vith  the -Drogoul  sentencing  hearing  that 
was  scheduled  to  begin  on  Septenber  14.  They  discussed,  a=ong 
ether  things,  the  need  to  follow  up  on  -every  l.ad-  froa  the 
Intelligence  Comaunity  question,  r.is.d  by  Drogoul  when  he 
identified  five  people  with  po«.iil«  Intellig.nce  agency  connec- 
tions.*' (OIC  Zx.  56.)  They  al«»  di.cus.ed  the  VSXO't  need  for 
help  froB  DOJ  in  drafting  the  Sentencing  Me»orandu«,  which  was 
behind  schedule.      (Brill  Tr.  70-87;  Kuell«r  Tr.   48-57.) 

To  help  with  these  tasks,  Mueller  assigned  Illan  R. 
Meltzer,  Senior  Litigation  Counsel,  Criminal  Division,  Fraud 
Section  ("Meltzar") ,  who  had  bean  handling  the  DOJ' s  response  to  an 
August  11,  1992  subpoena  froa  Representative  Gonzalez's  Coaaittee, 
and  who  was  soaewhat  faailiar  with  the  case.     Mueller  thought  that 


^Although  ay  investigation  discovered  docuaents  showing  that 
U.S.  intelligence  agencies  were  gathering  information  prior  to 
August  1989  on  the  Iraqi  procureaent  of  »ilitary  *'Ji^P""yi"*"f!^ 
at  least  in  part  by  the  BNL-Atlanta  loans,  these  issues  are  not  the 
focus  of  this  Report. 

"A  New  Yarls  Times  colunn  published  that  day  alleged  conteapo- 
raneous  kTowllTge^rthe  CIA  of  the  illegal  activities  of  BSL- 
Atlanta. 
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Heltzer's  writing  skills  would  be  particularly  useful  to  the  USAO, 
and  that  her  participation  would  avoid  the  personality  conflict 
that  had  developed  between  Clark  and  McKenzie.  (Brill  Tr.  19-80; 
Mueller  Tr.  92-93.)  Mueller,  Brill  and  Heltzer  nay  also  have 
discussed  sending  letters  to  all  the  intelligence  agencies  at  that 
point,  but  neither  Mueller  nor  Brill  has  any  specific  recollection 
of  the  substance'  of  that  discussion.   (Mueller  Tr.  62,  64,  86-87.) 

ZVZZ.      SOXKXKY  OT  BIGXITICXXT  TTtXTB   MLXTZO  TO  DZSSZXXXXTZON 

or  IKTELLIGgNCg  IK70RXXTI0H 

A  sufflaary  of  the  foregoing  significant  events  in  connec- 
tion with  the  requests  by  the  USAO  and  DOJ  for  intelligence  infor- 
aation,  the  responses  by  the  Intelligence  Coaaunity,  and  the  dis- 
semination and  review  of  such  inforaation  is  set  forth  below  in 
order  to  set  the  context  for  the  events  of  Septeaber  1992. 

AucRist  4.  1989t  The  BKL  scandal  becoses 
public  )cnovledge  as  the  search  warrant  is 
executed  at  the  offic«s  of  BKL-Atlanta. 

Deeeaber  7.  1989;  ADSA  McKenxie  writes  a 
letter  to  OOJ's  Varlow  in  the  Office  of 
International  Affairs  listing  four  Iraqi 
nationals,  then  targeted  in  the  proposed 
indictaent,  for  dissemination  to  the 
Intelligence  Co&aunity. 


January  31.  1990!  CIA'S  WSm'  sends  6 
Noveaber  Typescript  to  USDA's  J^unxel. 

January  »-  Mav  7  1990!  DOJ  and  OSAO 
participate  in  a  series  of  aeetings  where, 
aaong  other  natters,  the  issue  of  whether 
"BNL-Roae  knew"  is  debated. 

July  3.  1990!  AOSA  Rukstele  writes  a  letter 
to  OOJ's  Richard  seeking  intelligence 
inforaation  on  whether  the  CIA  had  knowledge 
or  played  a  role  in  BNL's  dealings  with 
foreign  governnents  and,  specifically,  Iraq. 
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August  3.  199p:  DOJ ' s  Creenberg  writes 
ceino'randun  to  CIA's  ^m^  requesting  an  "all 
component  search"  for  CIA  infomation  on  BKL 
(this  is  the  first  fomal  request  by  DOJ  of  an 
Intelligence  Coionunity  agency). 

August  7A.  199Q;  CIA's  Janeson  writes 
Greenijerg  a  letter  with  the  CIA's  "interia 
response,"  stating  that  infomation  had  been 
collected  as  to  certain  of  the  naaes  Greenberg 
provided. 

October  2.  1990;  Jameson  writes  Greenberg  a 
letter,  annexes  classified  exhibits  and  refers 
Greenberg  to  classified  docuaents  at  other 
intelligence  agencies. 

October  8.  1990;  Greenberg  writes  letters  to 
CIA,  DLA,  NSC  and  ■  the  State  Departaent 
requesting  inforaation  on  31  individuals  and 
BNL  funding  practices. 

October  15.  1990;  KcKenzie  writes  Urgenson  a 
letter  seeXlng  general  intelligence  informa- 
tion that  could  iapact  "the  final  scheae 
draft"  of  the  Indictaent. 

HoveTiber  23.  1990;  *  DIA's  Bathen  writes 
Greenberg  jf^^  letter  with  three  enclosure, 
including 


Novesb^r  29.  1990;  Cre«nb«rg  r«vi«w8  KSC 
aaterials,  coapiled  in  response  to  OOJ's 
request,  that  contain  no  inforaation  on 
whether  "BNL-Roae  knew." 

D^cexber  18.  1990;  JJiaeson  writes  a  third 
response  lettar  to  Greenberg,  annexing 
classified  inforaation. 

Decg=b«r  13.  1990;  State  Departaent  vrites  a 
letter  to  Greenberg  stating  that  it  has 
gathered  relevant  docuaents  in  response  to 
Greenberg's  request. 

December  1990;  MSA's  Lionel  Kennedy  advises 
DOJ  (Clark  or  Greenberg)  that  NSA  had  a  nuaber 
of  reports  available  for  their  review. 

Decerber  6.  1990;  Clar)c  writes  a  aeaorandua 
to  HcKenzie  stating  that  CIA  aaterials  could 
be  reviewed  by  her  at  OOJ  at  any  tiae. 
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Decenher  27.  1990: 
documents  at  NSA. 


Clark  and  Creenberg  review 


pecember  1990  —  January  1991;  Clark  advises 
USAO  that  the  Intelligence  Coanunity  infonaa- 
tion  gathered  at  DOJ  to  date  will  not  affect 
the  Indictjsent. 

ppcppber  1990  —  January  1991;  USDA's  Wade,  a 
nenber  of  Task  Force,  reviews  classified  State 
Departaent  cables  at  DOJ. 


January  1991 


f^hryary  9.  1991;  Richard  writ«s  Jaaeson  a 
letter  requesting  update.d  CIA  trace  aearchas 
and  information  on  certain  individuals  and 
corporate  entitites. 

f«.hrm>rv  11.  1991;  Richard  orally  requastt 
that  Jaaeson  initiate  CIA  searches  on  the 
Iraqi  Ministry  of  Industry  and  Military 
Procureaent  and  Hafai  Dajani. 

P#bruarv  12.  1991;  Jaaeson  -writes  Richard 
stating  that  the  CIA  bad  no  relationships  with 
the  entities  and  individuals  naaed  in 
Richard's  recant  letter. 

rgbnjary  22.  1991;  DOJ  and  FBI  receive  a  CIA 

cable  in  norsal  course  dieseaination 


februarv  28.  1991;  Indictaent  is  returned. 


Hareh  S.  1991; 

suppleaental 

attachaents. 


CIA's 

response 


ites  Clark  with 
and    classified 


March  11.  1991;   Q|3B^  writes  Clark  and 
encloses  copy  of  the  6  Noveaber  Typescript. 

Septeaber  13.  1991;   Task  Force  aeabers  Wade 
and   Horton  review   CIA,   DIA   and   State 

Departaent  docuaents  at  DOJ. 


<?7tgl?gr 1211: 


CIA's 


analytical     coaaentary     to 
cables    for    review    by    staff 

Banking  Coaaittee. 


_       prepares 

rsuaaary     of 

r    of    House 
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April  1992;  DOJ'B  Brinkac  and-  a  paralegal 
prepare  index  of  all  cables  in  files  at  DOJ. 

April  30.  1992;  Wade  and  AUSA's  Chartash  and 
McKenrie  review  CIA,  DIA  and  State  Department 
docunents  at  DOJ  and  transport  State 
Departaent  naterialc  to  Atlanta. 

Septeaber  1.  1992;  DOJ's  Keltzer  drafts 
letters  to  CIA,  DIA  and  NSA  seeJcing  naae 
traces  and  responses  to  question*. 

t 
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TM  8EPTKKBBR  lf12  8T0Rr 

I,         THT   82PTEXBER  1,   1»»2   LBTTKRfl   TO   THX   IKTILLIGZHCE 
COKXITMITY 

■  On  September  1,  1992,  Meltzer  drafted  letters  to  the  CIA, 
.  addressed  to  David  Holaes  (QIC  Ex.  47) ,  to  the  DIA,  addressed  to 
Robert  H.  Berry,  Jr.  (OIC  Ex.  86),  and  to  the  NSA,  addressed  to 
Stewart  A.  Baker  (OIC  Ex.  46.)  The  letters  wer«  virtually  identi- 
cal, listing  ten  questions  concerning  whether  the  intelligence 
agencies  and  BKL-Roae  had  conteaporaneous  knowledge  of  BKL- 
Atlanta's  unauthorized  loans.'' 

In  particular,  Question  8  of  each  letter  asked: 

Does  the  [agency]  have  any  information  that 
BHL-Roae  was  avmre  of  the  illegal  activities 
engaged  in  by  BNL-Atlanta?  If  ao,  vhere  did 
the  (agency]  adipxira  such  knowledge? 

This  question  was  added  by  Brinkac,  after  she  was  asked  to  review 

Meltzer 's  letter.   Brinkac  thought  it  was  an  iaportant  question 

because  of  allegations  that  had  been  Bade  in  the  press  about  BKL- 

Rome's  )cnowledge.'*  (Brin3cac  Tr.  34-44.) 

Since  Mueller  and  Urgenson  vera  both  xihavailable,'^  the 

letters  were  briefly  reviewed  only  by  Dennis  Saylor  (Special 

Counsel  and  Chief  of  Staff  to  Mueller)  and  Brinkac  before  being 


-•  '°The  versions  to  CIA  and  DIA  also  naaed  the  five  purported 
"sources"  referred  to  by  Drogoul,  and  asked  whether  the  agencies 
had  information  on  any  of  the  naaes. 

'^  Brinkac  later  advised  that  th«  word  "illegal"  in. Question 
8  was  probably  chosen  by  soaeone  els*.  (Brinkac  Tr.  Vol.  2,  6-7.) 

"Urgenson  was  preparing  for  the  BCCI  trial,  then  scheduled  for 
aid-October  1992.   (Urgenson  Tr.  181-182.) 
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signed  by  Gerald  E.  McDowell,  Acting  Deputy  Assistant  Attorney 
General  and  Meltzer's  Fraud  Section  Chief,  who  had  little 
familiarity  with  the  BNL  case  at  the  tioe.  (Urgenson  Tr.  182-82.) 
Saylor  and  the  USAO  representatives  do  not-  remember  drafting  or 
making  any  substantive  comaents  on  the  September  1  letter.  (Saylor 
Tr.  26-28;  Brill  Tr.  87-89;  McKenzle  Tr.  105.) 

Before  sending  out  the  letters.  Meltzer  telephoned! 
at  the  CIA  and  Berry  at  the  DIA,  and  BrinXac  called  Kennedy  at  th« 
NSA.  The  purpose  of  these  calls  v'as  to  advise  that  the  letters  were 
being  sent  in  anticipation  of  intelligance  infonaation  issues  being 
raised  during  the  Drogoul  sentencing  hearing."  Meltzer  then  faxed 
two  copies  of  the  letter  to  the  CIA  for  Holaes  and  ^^  and  a 
copy  to  Berry  and  Kennedy  at  DIA  and  HSX,  respectively.  The 
letters  called  for  a  response  by':septexber  4.   (Berry  Tr.  48.) 

After  sending  out  the  inforxation  requests  to  the  CIA, 
DIA  and  NSA,  Meltzer  wrote  a  short  note  to  Mueller  describing  her 
actions  and  enclosing  copies  of  the  letter*.  (OIC  Exs.  57,  58; 
Brinkac  Tr.  44;  Kennedy  Tr.  38-39.) 


^Meltzer  faxed  the  five  na»es  referred  to  *'yf'^°'^^.,^°*^ 
on  August  31.  mmmstitts    that  he  had  heard  the  five  _n«aes 
before  froa  McKenz?e^?ho  had  Bade  informal  requests  ^f  tBfpfJf 

CIA  traces  during  the  course  of  her  i"^^^^"!"^,?'.^^  J^*  .J^J 
investigation.  (M^always  responded  to  Jf^^*^^*  •  ""^^"^ 
informally,  but  wiuTdnotify  Nancy  Brinkac  at  DOJ  and  write  a 

suoaary  meaorandua  of  the  trace. 
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II. 


XZLT2ER  VIEWS   TEZ   CIA'S  XLV-BOXTHCZ      CEAONOLOGY   — 
BEPTgKJgR  3 


On  Septeaber  3,  a  CIA  representative  showed  Meltzer  the 
all-source  chronology  that  the  CIA  had  prepared  for  the  Senate 
Intelligence  CoBaittee  earlier  in  the  summer.  This  chronology  was 
not  shown  to  DOJ  until  Heltzer  heard  about  it  from  ^BBjg  a"<^ 
specifically  asked  to  see  a  copy  of  it. 

Meltrer  was  permitted  only  to  r«vi«w  this  chronology  and 
take  notes,  but  not  make  a  copy.**  Th«  chronology  suaaarited 
events  and  intelligence  inforaation  related  to  BNL  dated  from  1984, 
including  the  following  cables  on  the  subject  of  whether  "BNL-Roae 
knew";" 

1.    12  Septeaber  1989  CIA  operational  cable 


2. 
3. 

4. 

5. 

6. 

7. 


12  Septeaber  19«9  OIA  [collusion]; 

5  October  1989  CIA  intelligence  cable 


12 

January 

1990 

CIA 

intelli( 

jence 

cable 

^ 

ps^ 

wm 

■■ 

ma 

^^ 

L990 

CIA 

intelliq 

rence 

20 

April    : 

cable 

**Meltzer's  notes  of  this  chronology  were  later  typed  and  put 
in  her  files. 

"All  of  these  cables  have  previously  been  described  in  detail. 
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The  CIA  representative  was  unable  to  answer  Heltzer's 
questions  about  the  cables,  and  it  is  unclear  how  thoroughly 
Keltzer  reviewed  the  all-source  chronology.  Certainly,  her  notes 
of  the  chronology  do  not  reflect  all  the  inforaation  in  the  cables 
set  forth  above.  Moreover,  the  chronology  did  not  refer  to  the 
CIA's  October  1991  Sunaary  prepared  for  Representative  Gonzalez;  it 
did  not  include  a  suaoary  of  paragraph  A  of  the  12  January  1990 
intelligence  cable flHH^^^^^BH^^^^SBBI^^BsBHral^^^^ 
^^BBMB^Vand  it  did  not  refer  to  the  22  February  1991  cable 
suggesting 


111,  TS3  ItZ8?0H8II  TO  TZ2  tJmXStX   1  LZTTIM  — 

nrman  i  mp  t — : 

On  Septeaber  4,   1992/^eltzer  received  letters  froa  the 

CIA   and  OIA  responding  to  the   DOJ's  September   1   requests.      (OIC 

lx».    48    and    98,    respectively.)        The    CIA    letter    responded    to 

Question  8  specifically  as  follovs: 

CIA  has  publicly  available  inforaation, 
acquired  in  the  Deceaber,  1989  -  January,  1990 
tiae-fraae,    that    BKL-Roim    was    avare    of   the 

illegal  activities  engaged  in  by  BML-Atlanta. 

(OIC  Ex.    48,    p.    2). 

The  DIA  responded  generally  to  all   DOJ's  requests  with 

the  stateaent: 

Our  file  search  with  regard  to  the  ten  ques- 
tions posed  by  Mr.  McDowell's  letter  has  been 
negative.  DIA  has  had  no  involveaent  whatso- 
ever with  BNL. 

(OIC  Ex.    88.) 
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On  Septeaber  8,  1992,  BrinXac  received  the  NSA's  response 
to  the  DOJ's  Septenber  1  letter.  (OIC  Ex.  46.)  The  HSA  letter 
responded  to  Question  8  specifically  with  the  word  "No",  but  noted 
that  the  agency's  response  was  United  by  the  type  of  inforaation 
collected.   (OIC  Ex.  230.) 

When  Keltzer  saw  tht  Septeaber  4  letter,  she  called 

Urgenson  to  discuss  the  CIA's  response  to  Question  8.  Urgenson  had 

no  independent  recollection  of  that  call,  but  an  E-Mail  fron 

Meltzer  to  Brinkac,  dated  Septeaber  4,  reflects  part  of  that 

coversation: 

I  spoke  with  Larry  r«:  CIA's  response  to 
question  8.  W«  (i.e.,  you)  ntt«d  to  follow  up 
with  CIA  and  just  »*k«  jure  that  what  thay  ara 
referring  to  is  nothirig  mora  than  press 
reports,  ate.  and  what  thay  spacifically 
concamad. 

(OIC  Ex.  49.)** 

Shortly  thereafter,  Maltzar  left  for  Atlanta  to  assivt  in 

the  preparation  of  tha  santancing  aaaoranduai.   ^  Although  Brinkac 

recalled  receiving  tha  Saptasbar  4  Z-Kail  froa  Maltzar,  sha  had  no 

recollection    of    following   up   with   tha    CIA,    or   discussing    this 

further  with  Maltzar.      (Brin3uc  Tr.  Vol.   2,  3-6.) 


'*Urganson  aunaised  fron  this  E-Mail  that  ha  briefly  discussed 
the  issue  with  Maltzar  on  tha  telephone  as  he  prepared  for  the  BCCI 
trial.      (Urgenson  Tr.   183-84,   187-88.) 

"McKenzie  reviewed  the  CIA's  Septeaber  4  letters  froa  the  CIX 
and  DIA  shortly  after  Meltzer  arrived  in  Atlanta,  but  tha  USAO  did 
not  have  the  appropriate  clearance  to  review  tha  KSA's  Septeaber  8 
response.  Mueller,  Urgenson,  Brill  and  Chartash  do  not  recall 
seeing  any  of  these  Septeaber  letters  until  auch  later  in  the 
Bonth.    (Mueller  Tr.   73;  Urgenson  Tr.   89-90.) 
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Throughout-  early  September,  no  DOJ  or  USAO  attorney 
consulted  with  Clark  or  Greeaberg  in  connection  with  the 
Septenber  1  letters  or  the  responses  to  those  letters,  even  though 
they  were  probably  in  the  best  position  to  evaluate  these  letters 
and  responses  based  on  their  prior  work.     (Clark  Tr.  167-169,  176.) 


A.         Tbt  CIX*«   Prap&rition  of  Its   Sl«spona«  — 

B«pt*ab»r  4 

Both  ^^^B  and  HolaeSi  tht  Deputy  General  Counsel  at  the 
CIA,  received  a  copy  of  the  DOJ's  September  1  letter.  ^^^9  had 
been  involved  in  the  BKL  case  since  June  1991,''  and  Eolaes  was 
handling  the  Batter  for  General  Counsel  Eliz&beth  Rindskopf  while 
she  vas  absent  froa  th*  officst  Rolaes  specifically  assigned 
^^^§  (via  Jameson)  to  handlt  the  CIA's  ;£tspons«  to  the  Septeaber 
1  letter,  even  though  he  stated  that  h«  vas  not  sntirtly  confident 
of  l^^^^H  abilities,  and  thought  b«  needed  supervision.  (Bolses 
Tr.  19-21,  23-25,  35-36.) 

said  that  be  took  a  nuab«r  of  steps  to  respond  to 
the  DOJ's  Septeaber  1  letter.  First,  he  initiated  a  trace  search 
of  the  five  n&aes  submitted  by  Meltzer  to  be  conducted  by  the 
Directorate  of  Operations  Znforaation  Management  Staff, 


^4'^^im^'^iJ^i^^^ 


"jgywjjflifc  had  previously  been  assigned  to  respond  to  specific 
requests  of  Representative  Gonzalez,  made  during  the  period  of 
August  through  Septenber  1991,  for  certain  cables.  In  April  1992, 
in  response  to  a  subpoena  from  Representative  Gonzalez's  Committee, 
the  Treasury  Department  located  five  CIA  cables  related  to  BKL  that 
appeared  responsive  to  the  subpoena.  ^SXS  recalls  that  he 
received  the  cables  froa  Treasury  Department  attorney  Gerry 
DiCiulio  and  then  reviewed  the  cables  with  Brinkac  and  Clark  at 
DOJ. 
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'Cooper  Tr.  9-11,  79-82.)   He  also  reviewed  nunerous  records,  and 
-repared  proposed  responses  to  the  ten  questions  in  the  September 


Finally, 


reviewed    his   proposed   responses  with 


in  the  Directorate 
of  Intelligence  Office  of  Near  Eastern  and  South  Asian  Analysis. 
(Cooper  Tr.    87-93.)  |0PB 

According  to  WS^S  "(a]t  no  tine  did  any  of  those 
individuals  object  to  the  answers"  and  "[t]hese  were  the  people 
designated  by  their  front  offices  to  give  a  final  say-so  as  to  the 


'*Sp«cifically    JBJKQi^  allegedly      reviewed     the      following 
information  in  connection  with  his  response  to  Question  8: 

1.  Litigation  files  aaintained  in  the  CIA's  Office  of 
General  Counsel; 

2.  Piles  saintained  in  the  CIA's  Office  of 
Congressional  Affairs; 

3.  The  €  Noveaber  Typescript  prepared  by  Directorate 
of  Intelligence  (OIC  Zx.  14) ; 

4.  The  g^lfig-Jpt  transaittal  letter  (enclosing  the 
6  Novenber  Typescript) ,  which  stated  that  BNL-Rore 
knew  of  BKL-Atlanta's  activities  (when  questioned 
by  VIS^SlS^a^maMM,  stated  that  his  opinion  was 
based  on  press  reports  during  the  Deceaber  1989 
and  January  1990  period)    (OIC  Ex.   110) ; 

5.  All  cables  then  on  file  and  the  16  or  17 
Directorate  of  Intelligence  reports  in  which  BKL 
was  menticned;  and 
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responses."'"  (^Jjpaa  Tr.  14-15,  88.)  tiUlWM  further  stated  that 
and  ^^^99  suggested  that  the  words  "publicly  available 
information"  be  substituted  for  waBBlH  phrase  of  "press  reports" 
j^n  ^BSHB^H  proposed  response  to  Question  6,  because  the  latter 
clause  did  not  sound  technical  enough  for  an  intelligence  agency.*' 
Tr.  103.) 

^H^99  disagreed  with  ]^^^^^B  account.   According  to 

her,^HB  called  only  once  during  this  period  to  ask  what  sources 

she  andj^H  vere  aware  of  on  the  subject  of  whether  BNL-Roae  knew. 

That  call  was  late  on  a  Friday  afternoon,  probably  on  September  4. 

^IJI^^  told  M^SH  that  she  was  aware  off-hand  of  press  reports 

suggesting  that  BNL-Roae  knew,  but  would  have  to  check  her  file  as 

to  whether  there  was  any  non-public  information. **  However, ^gg^^ 

did  not  ask  her  to  do  such  a  review.  \\'^^SB  stated  she  never  saw 

any  draft  of  the  Septeaber  A   letter,  and  Bade  no  coBaents  on  the 

wording  of  that  letter,  which  she  viewed  as  "incomplete. f 

Tr.  79-89.) 

After  1^^  finished  the  CIA's  Septeaber  4  letter,  he 
gave  a  final  draft  to  Holaes  for  his  signature  late  on  Friday 
afternoon,  Septeaber  4.   (Holaes  Tr.  38.)   Holaes  had  not  been 


*°X11  these  people  had  been  appointed  by  their  respective  CIA 
Directorates  to  the  "Iraqi  Task  Force"  to  handle  questions  on  BNL 
matters. 

*'m^^noted  that  the  DIA's  September  17  response  had  ciailar 
wording,  although  OIA  had  no  direct  contact  with  ^|^^^ 

*^9m^had  kept  a  complete  file  on  BKL  since  October  1989, 
and  had  written  the  6  November  Typescript  and  the  January  31,  1990 
letter  for  JBB^^signature,  as  well  as  the  Analytical  Cosaents 
in  the  October  1991  CIA  Summary  for  Representative  Gonzalez. 
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supervising  H|BBB  ^°^^  °'^  this  letter,  and  had  not  seen  an 
earlier  draft.  However,  he  stated  that  before  he  signed  the 
letter,  he  asked  ^H^H  whether  the  letter  had  been  "coordinated" 
with  other  departments,  and  whether^^^^H  was  satisfied  that  the 
letter  contained  accurate  and  complete  answers.  (Holaes  Tr.  39- 
40.}  ^BBi  assured  hla  that  it  did,  but  gave  no  specifics. 
(Holaes  Tr.  40-44.) 

Holmes  then  skimmed  the  letter  hiaself,  end  did  not 
specifically  recall  noticing  the  res'ponse  to  Question  No.  8  at  that 
time.  (Holmes  Tr.  45.)  Holmes  did  not  recall  asking  whether 
Jameson  had  supervised  ^^P^9  work,  or  had  reviewed  the  ansvers 
in  the  letter,  even  though  Hol»e*  thought  that  g^^^^ needed  such 
supervision.  (Holmes  Tr.  39-40,  43-44.)  Hol»««  also  did  not 
recall  looking  at  the  questionj  in",  the  September  1  letter,  and 
comparing  thea  with  the  CIA'i  responses,  before  signing  the  letter. 
(Holmes  Tr.  44.) 

^SS^B  stated  that  in  responding  to  Question  8  he  focused 
on  the  issue  of  what  inforxation,  if  any,  the  CIA  had  that  would 
show  that  BNL-Rome  had  contemporaneous  •institutional  knowledge"  of 
unlawful  activities  at  BNL-Atlanta.  ^^^j^  Tr.  14-16,  95-97.)  In 
1^^^^^  view,  unless  a  source  specifically  stated  that  BNL-Rome 
had  contemporaneous  knowledge,  he  could  not  assume  that  BKL-Roae 
had  such  knowledge,"    Moreover,  since  none  of  the  CIA  cables 


testified  that  he  reviewed  "speculation  from  sources 

that  said  they  [BNL-Rome)  must  have  known,  how  could  they  not  have 
known,  with  no  corroborating  evidence.  .  ."  as  well  as  "information 
froma  lot  of  sensitive  sources.  .  .  that  said  they  did  not  know." 
(^^^Tr.  105.) 
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speciJied  a  tine-frane  or  stated  whether  the  loans  described 
therein  were  authorized  or  not,  |S|^^9  concluded  that  he  had  no 
classified  information  that  BNL-Rose  )cnew.  ^^^^|'^z'>  lfi~18>  lOS, 
108-109.)  •      " 

^^^^  a^^^l  acknowledged  that,  in  retrospect,  he  could 
have  expanded  the  response  to  Question  B  to  discuss  speculative 
inforaation,  he  insisted  that  the  CIA's  September  4  letter  was  not 
cisleading  or  inaccurate.  (^Mb|  Tt.  108-110.)  ^^^H  also  noted 
that  he  thought  the  DCXJ  already  ha3  most,  if  not  all,  of  the  infor- 
sation  on  file  at  the  CIA.  A  detailed  renewed  analysis  of  such 
information  was  neither  requested  nor  realistic  under  the  short 
tine  allotted  for  the  CIA's  response.** 

Holaes  testified  that,  in  his  view  BSgB  sixply  aissed 
soae  cables  during  his  review.  In  perticular,  Holaes  says  that 
when  Jaaeson  later  showed ^^^9  the  12  Jenuary  1990  cable  report- 
Ex.  S9),  and  asXed ^^^J hov  thet  ceble  could  be  consistent  with 
the  September  4  letter,  ^^^^  responded  with  "stony  silence." 
(Holmes  Tr.  104-105.)  <^J|^3 disagreed  with. this  testiaony,  saying 
that  he  specifically  recalled  reviewing  the  12  January  1990  cable 
before  drafting  the  September  4  CIA  response  and  that  he,  unlilcc 


**^|^P  later  told  Holaes  that  Keltzer  had  said  that  she  was 
only  looking  for  new  intelligence  regarding  BNL-Roae's  conteaporan- 
eous  toowledge,  and  was  not  interested  in  intelligence  already 
provided  to  the  DOJ.  However,  Holmes  did  not  remember  |HBP 
telling  him  this  when  the  September  4  letter  was  drafted,  and 
neither  the  letter  nor  any  other  document  reflects  such  a 
limitation.  (Holmes  Tr.  95,  99-103.) 
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V^  I  "<  V^  ^'   ^^^^ 


Jameson,  realized  that  the  DCJ  had  possessed  the 
since  October  199Q.   8Hi  "^r-  54.) 


B.  7h«  NSX'B  pr«parttloq  of  ■  R«bpod«»  —  P«pt«ahT  » 
Kennedy  said  that  when  he  received  the  DOJ's  September  1 

letter,  he  discussed  it  with  Ctneral  Counsel  Stewart  Baker, 
Assistant  General  Counsel  Vito  Potenza,  and  several  operations 
people,  on  Septeaber  9,  1992,  th«  HSA  sent  the  DCX7  a  letter  that 
responded  to  Question  8  with  th«  word  -No.-  Kennedy  believed  that 
NSA's  response  in  the  negative  to  Question  8  was  accurate,  and 
reflected  the  NSA's  best  understanding  of  the  available  infonaatien 
reviewed.   (Kennedy  Tr.  38-43.) 

C.  The  DIA'i  freparitioa  of  e  Xespoase  — 
^«pt>mber  4 _ 

Berry  initiated  the  seirch  for  the  five  na«e«  in  the 

DOJ's  September  1  letter. 


■'^'^mm^m^^^^^mi^^ 


(Berry  Tr.  51.) 
He  contacted  the  D1A'«  Office  of  the  Controller  for 
inforaation  on  any  dealing!  with  BKL,  and  relied  upon  the  results 
of  the  DIA's  previous  searches  for  BNL  inforaation  undertaken  in 
the  fall  of  1990  (OIC  Ex.  73)  and  in  the  euaaer  of  1992.  (OIC  Ix. 
85;  Berry  Tr.  52.)  In  Berry's  view,  given  the  tiae  constraints  in 


«When  Berry  received  the  Septeaber  1  letter,  he  was 
"surprised"  that  it  contained  ten  questions  in  addition  to  the  rive 
names  for  the  trace  search  that  he  and  Meltzer  had  discussed. 
(Berry  Tr.  52.) 
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which  a  response  was  req\jested  (y.c  by  Septeraber  4),  it  would 
have  been  inpossible  to  begin  and  complete  a  "zero  based  search." 
Berry  drafted  and  signed  the  letter  without  conferring 
with  anyone  else  at  DIA  or  at  DOJ,  mentioning  to  DIA's  General 
Counsel  Willian  J.  Allard  only  that  he  had  conpleted  the  task. 
(Berry  Tr.  52-54.)  At  the  ti»e,  Berry's  attention  was  aore  focused 
on  the  DIA's  response  to  a  subpoena  froa  the  Gonzalez  Coaaittee. 
Berry  stated  that  the  Director  of  th«  DIA  had  b«en  subpoenaed  and 
that  Berry,  in  coordinating  th«  response,  was  receiving  docuaents 
"froa  everybody."   (Berry  Tr.  54-55.) 

rv.      TH2  ezytzaciva  KZxoaxKOCJC  x«d  brill  ••  ixrm 

TO  COOT  —  jtyrtxsti.   10  MfP  11 _—  ,  ^  .  ^^ 

The  USAO's  Septeaber  12- Sentencing  Meaorandua  stated  on 

page  34  that  "no  credible  evidence  has  been  uncovered  that  support* 
the  defendant's  suspicion  that  other  officers  at  BHL  or  public 
officials  within  the  United  States  govemxent  taew  of  his  illegal 
activities."  (OIC  Ex.  99,  p. 34.)  Meltter  was  responsible  for 
drafting  this  languagt  and  it  is  unclear  what  inforxation  she 
relied  on  for  this  stateaent.  McXenrie  said  that  Meltzer  reviewed 
this  language  with  "Justict,"  without  identifying  any  individual.** 
(McKenzie  Tr.  114.)  Clark  said  he  was  not  consulted  about  this 
before  the  Sentencing  Meaorandua  was  filed  with  the  Court.  (Clark 


"Chartash  reaeabered  that  "aany  people  had  an  opportunity  to 
review-  this  language,  but  that  he  personally  raised  no  questions 
or  coaaents.  He  viewed  Meltzer  as  being  responsible  for  intelli- 
gence inforaation  issues.  (Chartash  Tr.  102-105.)  Brill  had  no 
personal  knowledge  of  the  basis  for  this  stateaent.  (Brill  Tr. 
116.) 
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Tr.  197,)  There  is  no  record  that  Hcltzer  or  the  USAO  received  the 
elk   cables  before  drafting  this  language. 

At  around  this  same  time,  HcKenzie  received  a 
Septenher  8,-  1992  letter  fron  Bobby  Lee-  Cook,  Drogoul's  new 
attorney,  requesting  docuaents  and  information  on  a  variety  of  sub- 
jects. (OIC  Ex.  209.)  Paragraph  2  of  the  Cook  letter  ejcpressly 
requested  documents-  or  infonaation  "that  would  show  knowledge  on 
the  part  of  the  govemaent  in  BNL-Atlanta's  illegal  dealings  with 
the  Iraqis."  Although  the  Cook  letter  went  on  to  refer  to  the 
"party  line"  that  "no  one  in  BKL-Roa«  or  BNL-NY  knew  of  the 
wrongdoing,"  it  did  not  «p«cifically  request  any  inforaation  on 
this  subject. 

Brill  consulted  with  Clark  about  Cook's  request  in 
paragraph  2,  because  sh«  viewsd  hia  as  bsing  the  aost  knowledgeable 
person  on  intelligence  information  issusi.  (Brill  Tr.  94.)  Based 
on  Clark's  suggastad  language,  Brill  drafted  a  response  to  Cook's 
letter  that  included  a  stataaent  that  tha  "govamaent  is  awara  of 
no  docuaent  or  physical  evidence  that  would  show  (contcapcraneous] 
knowledge  on  tha  part  of  tha  govamaent  of  BKL-Atlanta's  illagal 
activities.  .  .."*'  (OIC  Ex.  100.)  Brill's  letter  did  not  address 
the  question  of  whether  BKL^Roae  knew,  because  she  did  not  think 
such  an  answer  was  called  for.   (Brill  Tr.  102-103.) 


*'The  failure  to  consult  Clark  about  the  September  4  CIA  letter 
or  the  September  11  Sentencing  Memorandua  is  even  more  difficult  to 
understand,  given  the  fact  that  Brill  thought  it  prudent  to  consult 
hia  on  her  response  to  Cook.. 
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That  same  week,  Brinkac  drafted  a  meoorandua  dated 
Septeaber  11,  1992  to  Urgenson  captioned  "Status  Report  on  Fraud 
section  Efforts  to  Obtain  Inforaation  Fron  Federal  Agencies  on 
Behalf  of  the  Northern  District  of  Georgia."  (OIC  Ex.  212.)  The 
nenorandua  sets  forth  in  detail  the  requests  for  intelligence 
inforaation  by  DOJ  in  1990  and  1992,  and  the  responses  to  these 
requests.  Brinkac  'says  she  prepared  this  neao  because  she  was 
leaving  the  Fraud  Section,  and  thought  the  information  might  be 
useful  in  the  future.   (Brinkac  Tr.  33-34.) 

on  Septeaber  14,  1992,  Representative  Gonzalez  issued  a 

press  release  alleging  that  the  CIA  bad  inforaation  in  its  files 

shoving  that  BNL-Roae  authorized  th«  loans  to  Iraq  aadt  by  BKL- 

Atlanta.   (OIC  Ex.  214. |  Specifically,  the  press  release  quotes 

the  CIA  inforaation  as  saying:  ~~^^--.^.,i^ 

Most  of  the  (CIA)  reports  repeated  infonution 
available  in  the  press  ....  The  exceptions 
are  that  BKL  financing  helped  pay  for  the 
Condor  II  aissile  project,  and  confinwtion  of 
press  allegations  that  acre  senior  BHL 
officials  in  Roae  had  be«n  witting  of  BNL- 
Atlanta's  activities. 

(OIC  Ex.  214.) 

Representative  Gonzalez's  press  release  further  alleged 
that  this  inforaation  was  in  "direct  conflict"  with  the  OSAO's 
theory  that  Orogoul  and  BKL-Atlanta  had  acted  independently  of  BNL- 
Roae.  On  the  saae  day.  Representative  Gonzalez  went  to  the  House 
floor  and  criticized  the  DOJ  for  pursuing  a  -politically  conven- 
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lent"  but  inaccuri^te  theory  in  the  BNL-Atlanta  case.   (OIC  Ex. 
2130 

Representative  Gonzalez  based  his  statement  and  press 
release  on  notes  that  his  staff  nember,  Dennis  Kane,  had  taken  when 
he  viewed ^^^^^^  Aj^alytical  Comfient  B  in  the  October  1991  CIA 
Sumaairy."  As  noted  above,  thtre  is  no  record  that  anyone  at  DOJ 
received  or  knew  about  this  CIA  Suaaary  before  Representative 
Gonzalez's  5epteab«r  14  press  rel«as«.  ^^^^Hat  the  CIA  was  on 
the  routing  list  for  this  CIA  Suaaary  back  in  1991,  but  he  denied 
having  seen  it,  and  he  aade  no  reference  to  it  in  the  CIA's 
Septeaber  4  letter.  ^^^^  Tr.  50;  Holaes  Tr.  59,  71.)  Holaes 
denied  knoving  about  the  CIA  Suaaary  before  he  signed  the  Septeaber 
4  letter.   (Holaes  Tr.  51.) 

▼I.     TH2  coxxzxczxzyr  or  rxz  dxooocx.  szvtuicixo  xxAxntQ  -  - 

BZPTZXBZX  14 

On  the  saae  day  that  Represej^tetlve  Gonzalez  issued  his 
press  release  and  Bade  his  stateaent,  the  Drogoul  sentencing  hear- 
ing coaacnccd  before  Judge  Shoob.  In  his  opening  stateacnt, 
defense  counsel  Cook  alleged  that  the  U.S.  intelligence  agencies 
and  BKL-Roae  had  known  conteaporaneously  of  BKL-Atlanta's  unauth- 
orized loans  to  Iraq.  On  the  second  day  of  the  sentencing  hear- 
ing, Septeaber  15,  Cook  referred  in  open  Court  to  the  allegations 
in  Representative  Gonzalez's  press  release  and  his  House  stateaent. 


"The  fact  that  the  Gonzalez  press  release  on  this  subject  was 
not  issued  for  alaost  a  year  after  Kane  aade  notes  on  the  Suaaary 
suggests  that  Representative  Gonzalez  did  not  believe  that  the 
inforaation  was  too  significant. 
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and  clained  that  the  DOJ  was  Involved  in  a  cover-up  for  political 
and  foreign  policy  reasons.** 

The  USAO  clearly  was  surprised  by  the  Gonzalez  press 
release  and  the  cook  allegations.  (McKenzie-Tr.  116-20.)  The  USAO 
believed  that  the  information  they  had  previously  received  froa 
Clark  and  Heltzer,  as  well  as  their  personal  review  of  the  CIA 
materials  in  Washington,  contradicted  the  claims  by  Representative 
Gonzalez  and  Cook. 

VII.      pf;i(p7-^QV  AT  poJ—  SgyTTK^tB  1^  -  H 

Mueller,  Urgenson,  Richard,  and  Keltzer  at  DOJ  vera  also 
taken  by  surprise  by  the  Gonzalez  and  Cook  .tatemeiits  because  they 

had  neither  seen  nor  heard  of  the  CIA  Sunary.  (Mueller  Tr.  124.) 
Nevertheless,  they  recognized  that  Repre»*ntative  Gonzalez's  state- 
ments had  created  the  public  impression  that  the  DCa  was  withhold- 
ing or  misrepresenting  information  in  the  BKL-AUanta  case,  and 
that  some  response  would  be  necessary.   (Mueller  Tr.  115-117.) 

When  the  DOJ  received  the  Suamary  from  the  CU  during  the 
day  on  September  15,  they  proceeded  to  compare  the  Analytical 
comment  B,  which  suggested  that  BNL-Rome  wae  -witting",  with  Items 
E,  r  and  J  in  the  Summary  that  summarized  cables  dated  5  October 
1989,  20  October  1989  and  21  February  1991.  (Mueller  Tr.  113-115; 
urgenson  Tr.  20,  203.)   Mueller  and  Urgenson  also  reviewed  the 


•«Th«  transcript  of  the  proceedings  reflects  that  Cook 
continued  to  Jelefve,  and  mafe  reference  to.  Congressional 
statements  throughout  the  sentencing  hearing. 
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cables  underlying  the  Suaoary  shortly  thereafter. '^  (Mueller  Tr. 
114.;  Urgenson  Tr.  199-200.) 

After  their  review,  Mueller,  Urgenson,  and  Meltzer  noted 
that  the  Connent  did  not  expressly  say  that  BNL-Rone  officers  )cnew 
contemporaneously  of  BNL-Atlanta's  unauthorized  loans  to  Iraq,  as 
the  Gonzalez  press  release  alleged."  They  further  determined 
that,  even  if  the'Comaent  could  be  read  to  s«iy  that  "BKL-Rone 
)tnew,"  that  conclusion  was  not  supported  by  Iteas  E,  r  and  J  of  the 
Summary. 

In  particular,  they  noted  that  Itea  J,  which  sucsarized 
the  22  February  1991  cable. 


sentloned  no  tise  fraae  and  did  not  indicate  that  the  loans 
referred  to  were  BKL'Atlanta's  illegal  loans.  Similarly,  Itea  T, 
which  referred  to  a  22  October  1989  cable,  conteincd  only  a 


speculating,  and  had  no  fira  proof.  Finally,  Itea  E,  which 
referred  to  the  5  October  1989  cable,  also  contained  a  source's 
opinion  that  BNL-Roae  aust  have  )cnovn 


^^^^'^^^^M^^S^m^W^S!^ 


Seltzer  located  the  underlying  cables  foraing  the  basis  for 
the  Suaaary  in  the  Fraud  Section's  safe.   (Urgenson  Tr.  203.)   Aji 

£-Hail^  froa  Keltzer  at  10:28  p.s.  reflects  that  she  left  the  four 
cables  referenced  in  the  CIA  Siiaaary  for  Mueller  and  Urgenson  at 
the  DOJ  Cocaand  Center  on  the  night  of  Septeaher  IS. 

"Mueller  noted  that  "Analytical  Coaaent  B"  states  only  that 
BNL-Roae  officers  were  "witting"  of  BKL-Atlanta  "activities," 
without  saying  whether  that  knowledge  was  contenporaneous  and 
whether  that  )cnowledge  was  of  "illegal"  activities.  (Mueller  Tr. 
Vol.2,  36-39.) 
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'without  specifically 
identifying  the  tine  frame  or  whether  this  was  an  "off-book"  loan. 
(Mueller  Tr.    114-117;  Urgenson  Tr.    206-208,    210-212.)^^^^ 

In  addition,  Clark  had  reviewed  the  Sunaary  and  opined  in 
a  Septecber  15  E-Mail  to  Urgenson  that  the  analytical  conclusions 
in   the  Sunaary  were   incorrect.       (OIC  Ex.    98;    Urgenson  Tr.    200; 

Clark  Tr.   203-210.) 

Richard  at  the  DOJ  then  contacted  the  CIA  for  an  explana- 
tion for  the  apparent  discrepancy  between  the  Conaent  and  Iters  T 
and  J  in  the  Suaaary,  and  to  determine  whether  the  CIA  had  any 
additional  inforaation  that  aight  tupport  the  Comaent.  (Kutller  Tr. 
118;  Urgenson  Tr.  214.)  Mueller  do««  not  recall  anyone  discussing 
the  need  to  review  thoroughly  all  the  intelligence  infonation  in 
the  DOJ  files  on  the  subject  of  irtiat  BKL-Roae  knew.  Mueller  did 
recall  that  Meltzer  had  gone  through  the  Fraud  Section  safe,  and 
briefly  looked  at  the  cables,  when  she  located  three  of  the  four 
CIA  cables  referenced  in  the  CIA  Sujnary.  (Mueller  Tr.  121,  127, 
131.) 

When  Richard  was  unable  to  get  an  explanation  froa  the 
CIA,  Mueller  began  tal)cing  directly  with  Holaes  about  that  subject, 
and  whether  there  was  anything  that  CIA  could  sake  public  that 
would  respond  to  Representative  Conzaler'«  press  release. 
(Mueller  Tr.  109-110,  131,  133,  147-148;  Holaes  55-56.)  Since  tte 


"During  this  period,  DOJ's  Richard,  Meltrer  and  Urgenson  were 
also  exchanging  telephone  calls  with  CIA's  Holaes,  0B||^  Jaaeson 
and  Rizzo.  (Urgenson  Tr.  216;  Cooper  Tr.  112.)  In  Urgenson  s 
view,  it  was  a  "chaotic"  tiae.  It  is  difficult  to  reconstruct  with 
precision  who  said  what  to  whoa,  and  when  it  was  said. 
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CIA  cables  at  issue  were  classified,  it  was  not  possible  to  cake 
them  public.^ 

VIII.      TKB    USXO'8  XyXLYSia  07  TEZ  CIA  8UXXXRY 

The  USAO  received  the  CIA  Suanary  and  facsimile  copies  of 

the  four  relevant  underlying  cabl«s  Iron  DOJ  on  Septeaber  16.'* 

(HcKenzie  Tr.  118,  121-122.)  After  reviewing  these  docuaents,  the 

USAO  and  the  Task  Force  agents  concluded  that  the  underlying  cables 

did  not  support  the  Suaaary."  -,A«  a  result,  the  USAO  requested 

that  the  DOJ  get  the  aaterials  declassified  so  that  they  could  be 

shown  to  the  Court.    (McXenzie  Tr.  123-127.)    According  to 

McXenzie: 

I  don't  Jcnow  that  they  [DOJ]  didn't  have  the 
saae  thought  the  second  they  saw  thea  [the 
Suaaary  and  c&bles].  .But  nobody  had  to  tell 
us  to  aake  these  publio.  It  vas  a  non-issue. 
Get  it  on  the  record  so  that  it  can  be 
addressed. 

(McXenzie  Tr.  126-127.) 


^rgenson  believed  that  Richard  initially  atteapted  to  get  the 
Siunaary  and  the  underlying  cables  declassified  "just  to  lay  it  out, 
to  be  able  to  address  it  and  put  it  forward."   (Urgenson  Tr.  216.) 

'*?Ielt2er  received  a  copy  of  the  Suaaary  frca  the  CIA  via 
secure  facsimile  (OIC  Ex.  50)  and  sent  it  via  facsiaile  to  the  FBI 
in  Atlanta  for  transnittal  to  the  USAO.  She  also  sent  copies  of 
the  four  cables  underlying  the  Suaaary.  (OIC  Ex  51.;  Brill  Tr. 
132.) 

'HcKenzie  said  she  vas  acre  focused  on  witness  preparation  for 
the  ongoing  sentencing  hearing.  Brill  said  that  the  Task  Force  vas 
acre  knowledgeable  on  this  issue  than  she  was.  (Brill  Tr.  138; 
McKenzie  Tr.  122.) 
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IX.        RZXCTIOH  XT  TH^  CIX  -  BEPTSKBER  H-l< 

On  or  shortly  after  Septenber  14,  Holnes  recalls  receiv- 
ing a  telephone  call  from  Richard,  who  was  very  upset,  saying  that 
there  was  a  -firestona-  brewing  at  DOJ  over  the  Gonzalez  press 
release.  Holnes  also  reneabers  receiving  several  angry  telepone 
calls  froB  Mueller  regarding  the  nuaerous  press  inquiries  that  the 
DOJ  was  receiving  about  Representative  Gonzalez's  allegations,  and 
asking  why  the  CIA  had  never  sent  the  October  1991  CIA  Suaaary  to 
the  DOJ.  (Holnes  Tr.  53-55.)  In  Koines'  view,  Mueller  had  a  huge 
public  relations  problea,  which  he  believed  the  CIA  had  caused,  and 
he  wanted  the  CIA's  help  in  resolving  that  problea.   (Holnes  Tr. 

61.) 

^BSn  was  in  the  office  with  Holnes  as  he  received  the 

various  DOJ  telephone  calls  inquiring  about  the  subject  of  the 
Gonzalez  press  release.  Holnes  assigned'^QJ to  determine  what 
infomation  Representative  Conralet  was  referring  to,  and  ^p^ 
obtained  a  copy  of  the  Suaaary  froafSB&^^V^"  ^*  0'^^"  °^ 
Congressional  Affairs.   (^^^  Tr.  111-113.)  ^M^ 

Although  Holnes  had  asked  Janeson  and  ^^^^  for  a  full 
explanation  on  the  CIA  Suaaary,  he  was  having  difficulty  obtaining 
an  answer,  and  was  concerned  that  |^|^  did  not  sees  to  have  a 
"grasp  of  the  facts.-  (Holnes  Tr.  59,  79.)  In  particular,  Holnes 
wanted  to  know  first  .whether  ^H^*"^  ***"  ^*  ^^^  Suaaary  before 
(Holnes  Tr.  A9) ,  and  whether  that  infomation  was  inconsistent  with 
the  DOJ's  theory  of  the  case.  (Holnes  Tr.  64-65.)  He  was  -not 
focused  on  whether  there  was  an  inconsistency  between  the  Suaaary 
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and  the  answer  to  Question  8  in  the  Septenber  4  letter.   (Hclnes 
Tr.  62,  66-67.) 

When  Holmes  raised  this  issue  with  Director  Gates  of  the 
CIA  during  the  course  of  a  breakfast  neeting  on  September  16,  Gates 
advised  that  he  was  not  inclined  to  issue  any  press  release  to 
explain  the  CIA  Suaaary.  (Holaes  Tr.  65,  74.)  Instead,  Gates 
suggested  that  the  CIA  "help  cut"  the  DOJ  as  Buch  as  possible, 
perhaps  by  providing  soae  stateaent  to  b«  incorporated  in  a  DOJ 
press  release.   (Holaes  Tr.  76.) 

X.         TCT  StPTZXBZR  17.  1»92  CI>  LTtTtT, 

On  Septeabcr  17,  a  declassifiad  version  of  the  CIA's 
Septeaber  4  letter  was  prepared  (OIC  Ex.  216) ,  in  the  fora  of  a  new 
letter  froa  Holaes  to  Brill  that  adopted  verbatia  the  ten  responses 
contained  in  the  Septeaber  4  letter,  including  the  response  to 
Question  8.  The  record  is  unclear  as  to  who  specifically  released 
this  letter  to  the  public,  and  when  it  was  released.  The  Septeaber 
17  letter  was  used  as  an  exhibit  by  Cook  at  the  Drogoul  sentencing 
hearing. 

The  idea  of  seeXing  a  declassified  version  of  the  CIA's 
Septeaber  4  letter  was  first  raised  in  a  discussion  between 
Mueller,  Orgenson  and  Richard  shortly  after  the  Gonzalez  Septeaber 
14  press  release.'*  Mueller  says  that  he  did  not  focus  on  whether 
the  answer  to  Question  8  in  the  letter  about  "publicly  available" 


'*Mueller  does  not  recall  who  first  suggested  seeking  a 
declassified  version  of  the  September  4  letter.  (Mueller  Tr.  136- 
138,  140.) 
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information  was  nov  incomplete,  given  the  CIA's  disclosure  of 
private-source  infonaation  in  the  CIA  Analytical  Conaent  B  and 
three  of  the  underlying  cables  that  "BNL-Rone  )aiev. "  Nor  did 
Mueller  attenpt  to  avoid  further  surprises  -by  directing  that  all 
the  BNL  intelligence  information  in  the  DOJ's  files  should  be 
reviewed  before  releasing  the  letter.  Rather,  he  focused  on  the 
fact  that  the  September  4  letter  was  the  most  recent  statement  by 
the  CIA  on  the  subject  of  whether  BKL-Rome  knew,  and  he  wanted 

Judge  Shoob  and  the  public  to  be  advised  that  the  DOJ  had  received 

and  relied  in  good  faith  on  that  statement.  (Mueller  Tr.  138-141, 

145-146,  158-159.) 

Urgenson  agreed  with  thip  approach,  b«cau8e  he  beliaved 

that  every  relevant  document  should  be  put  before  Judge  Shoob. 

(Urgenson  Tr.  218.)  In  Urgenson's  View  the  Septemb«r  4  letter  was 

the  only  accurate  statement  of  what  th«  CIA  had  told  the  DOJ. 

(Urgenson  Tr.  218.)  According  to  Urgenson: 

[T]he  relevant  issue  .  .  .  was  what  did  the 
Department  of  Justice  know  and  when  did  they 
know  it.  And  what  were  the  communications 
between  the  CIA  and  the  Departaant  of  Justice 
....  And  I  thought  it  was  important  and 
fair  and  right  to  get  out  to  the  Court  and 
everyone  else  that  what  they  had  told  us  was 
not  what  they  were  putting  in  the  newspapers 
....  That  we  had  not  been  told,  as  the 
newspapers  implied,  that  BNL-Rome  was  involved 
and  engaged  in  a  conspiracy.  What  we  had  just 
been  told  is  that  they  are  not  involved  in 
illegal  activities. 

(Urgenson  Tr.  218-219.) 

Between  September  14  and  17,  Urgenson  had  several  conver- 
sations with  Jameson  and  Holmes  at  CIA  as  to  whether  the  September 
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^^^^^  0NCi:AS5!FrcD 

4  letter  could  be  released  without  changing  the  answer  to  Question 

8.   (Urgenson  Tr.  221.)  Jameson  raised  with  Urgenson  his  concern 

that  the  answer  night  have  to  be  changed  to  Bake  it  "aore  cob- 

plete,"  such  as  by  adding  a  parenthetical  explanation,  which 

Jameson  did  not  specify,  that  the  CIA  had  certain  speculative 

infomation.   (Jaaeson  Tr.  134.)   According  to  Jameson,  Urgenson 

"strongly  advise [d]"  that  the  answer  not  be  changed  for  the  sake  of 

consistency,  and  warned  hia  that  any  change  would  require  a  full 

explanation  and  night  be  read  to  suggest  something  that  was  never 

intended.   (Jameson  Tr.  135-136.)  :  Janeson  agreed  that  "even  a 

single  word  change  soaetiaes  is  aore  trouble  than  it's  worth." 

(Jaaeson  Tr.  136.)   He  also  stated  that  ultiaately  Urgenson  told 

hia  that  the  CIA  had  to  decide  whether  a  change  was  necessary. 

Jaaeson  kept  Bolaes  informed  of  hi», discussions  with  Urgenson  and 

Holmes  concurred  with  Jaaeson's  recollection.  (Holaes  Tr.  94-95.) 

Holaes  and  Jaaeson  concluded  that,  although  the  answer  to 

Question  8  could  contain  additional  inforaation,  it  should  not  be 

changed,  for  the  sake  of  consistency.   (Holaes  Tr.  94-95;  109.) 

They  both  believed  that  the  answer  was  accurate  and  coaplete,  and 
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Holnes  said  that  they  did  not  intend  to  be  misleading."   (Koloes 
Tr.  95,  132-133;  Jameson  Tr.  134.) 

Urgenson  has  a  different  recollection  ■  of  his  conver- 
sations with  Jameson  concerning  the  response  to  Question  8  in  the 
Septeaber  17  letter.  He  does  rot  recall  "strongly  advising" 
Jameson  not  to  change  the  answer,  but  he  does  recall  being  worried 
about  the  public  'perception  of  any  change: 

[IJn  this  atmosphere.  .  .  we  would  b«  accused 
of  having  doctored  'the  evidenc«,  gotten 
together  in  a  meeting  over  the  phone  and 
decided  after  the  fact  to  deceive  the  public 
and  the  Court  with  a  new  answer." 

(Urgenson  Tr.  230.) 

Urgenson  was  not  particularly  concerned  about  the  sub- 
stance of  the  answer  to  Ouesticn  •.  He  considered  it  to  be 
accurate  based  on  his  knowltdge  of  the  underlying  c«bles,'*  and 
certainly  more  accurate  than  the  Analytic*!  Coaaent  B  in  the  CIA 


"Holmes  says  that,  with  hindsight,  he  should  have  added  that 
the  CIA  had  other  classified  information  that  Bentioned  £NL-Rc='s 
knowledge,  but  did  not  permit  any  definitive  conclusion  about 
whether  BNL-Roae  Xnew  about  illegal  activity  at  BNL-Atlanta. 
(Holmes  Tr.  93,  96.)  Holmes  first  began  to  question  his  judgsent 
on  this  letter  after  meeting  with  the  Staff  of  Senator  Boren's 
Committee  on  September  28.  He  left  that  meeting  thinking  that  the 
answer  to  Question  8  was  "technically  correct,"  but  might  be 
misleading  to  the  public.  (Holmes  Tr.  95-96,  108,  116-117,  135- 
137.) 

'•urgenson  called  this  the  "Kloske"  problem  (referring  to  the 
Under  Secretary  for  Export  Administration,  Department  of  Commerce) . 
(Urgenson  Tr.  223,  203,  233.) 

^At  that  time,  Urgenson  did  not  personally  review  any  cables. 
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SuEjaary  relied  on  by  Representative  Gonzalez. "  (Urgenson  Tr.  232- 
235.)  At  the  tine,  Urgenson  thought  that  the  CIA  was  going  to 
issue  a  full  explanation  of  the  Sunaary,  regardless  of  the  sub- 
stance of  the  answer  to  Question  8.  He  further  thought  that  Judge 
Shoob  would  not  be  aisled,  because  he  was  going  to  receive  the  CIA 
Sunoary,  the  underlying  cables,  and  the  CIA's  explanation  very 
shortly.   (Urgenson  Tr,  224-227, .229.) 

The  DOT  had  another  private-»ource  CIA  cable  in  its  files 
that  suggested  "BNL-Roa«  knew."  That  cable  was  dated  12  January 
1990,  and  reported 


^^^^  ■y"1*s?^;?Hp|@^%^^r^^r^ 


(OIC  Ex.  59.) 


ZX.        m   CIA  gTATTXZMT  TUCTXMP  OK  ■trTPOK  It 

Prior  to  S«pt«ab«r  It,  1992,  Muclltr  had  ttlXtd  to  Bolaes 
■  at  CIA  about  a  stateaent  fro»  th«  CIA,  for  ralaasa  by  tha  DOJ,  that 
would  explain  the  apparant  diacrapancy  batwaan  the  Analytical 
Coanent  B  in  the  CIA  Suaaary  and  tha  underlying  cablai.  (Mueller 
Tr.  147.)  Holaa*  had  advised  Muallar  that  ha  was  working  on  such 
a  stateaent.  (Muallar  Tr.  147-153;  Holaas  Tr.  119.)  However,  late 
on  Friday,  Saptaabar  18,  Holaas  called  Muallar  and  said  that  ha  had 
had  difficulty  coordinating  tha  stateaent  with  all  the  sections  at 


**Holmes  did  not  beliava  that  tha  answer  had  to  be  changed  in 
light  of  the  CIA  Suaaary;  ha  thought  tha  Coaaent  was  not  supported 
"froB  an  evidentiary  standpoint"  by  tha  cables.  (Holaes  Tr.  107- 
115.)  He  also  assuaed  that  the  Court  had  seen,  or  would  ultiaately 
see,  the  Suamary  along  with  the  letter,  and  draw  its  own 
conclusions.   (Holaes  Tr.  96,  117-118,  134.) 
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the  CIA,    and  that  the  DOJ  would  probably  not  be  satisfied  with  the 

stateaent,   but  it  was  the  best  the  CIA  could  do.      (Mueller  Tr.   147; 

Holmes  Tr.    119,    122-123.) 

The  statement,  which  was  faxed  to  Mueller  on  Friday 

evening,  September  18,  read: 

(T)he  Department  has  reviewed  the  CIA  suaaary 
provide^  to  Representative  Gonzalez,  as  well 
as  the  underlying  intelligence  reports.  The 
Department  believes  that  neither  the  susaary 
nor  the  reports  permit  the  definitive  conclu- 
sion that  BNL-Roae  was'-aware  at  BKL-Atlanta 
was  engaged  in  illegal  activities,  and  further 
beljeves  that  the  CIA  information  does  not 
conflict  with  the  prosecution's  theory  of  the 
case.  Both  the  Department  of  Justice  and  the 
CIA  are  prepared  to  have  Judge  Shoob  review 
the  relevant  materials  which  ve  believe  will 
speak  for  themselves. 

(OIC  Ex.  60.)" 

In  Mueller's  vicv,  the  stateaent  vas  inadequate  priaarily 
because  it  did  not  explain  the  apparent  discrepancy  between  the 
Suaaary  and  the  cables,  and  Ixplled  that  the  CIA's  information 
permitted  the  conclusion,  although  not  a  "definitive"  conclusion, 
that  BKL-Rome  had  contemporaneous  ]cnovledge  of  illegal  activities 
at  BNL-Atlanta.  Mueller  did  not  believe  that  the  four  underlying 
cables  or  the  CIA  Suamary  supported  this  conclusion,  and  was  not 
aware  of  any  other  information  that  would  support  such  a  state- 
ment."* (Mueller  Tr.  154;  Holmes  Tr.  129-130.) 


"John  Helgerson,  the  CIA's  Deputy  Director  of  Intelligence, 
added  the  language  that  the  CIA's  information  did  not  perait  the 
"definitive  conclusion"  that  BKL-Roae  }cnew.   (Holmes  Tr.  120-121.) 

•'No  one  at  DOJ  had  reviewed  the  intelligence  information,  or 
consulted  with  Clar)c,  to  determine  whether  Mueller's  understanding 
on  September  18  was  correct. 
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Following  his  review  of  the  statenent,  Mueller  called 
Holmes  to  tell  hia  it  was  unsatisfactory.  According  to  Holaes, 
Mueller  called  the  statement  "laughable."  (Holoes  Tr.  123.)  As  a 
result  of  Mueller's  objections,  the  statement  prepared  by  CIA  was 
never  released.  It  was  at  this  point  that  Mueller  decided  to 
present  the  Sajnmary  and  the  underlying  cables  to  Judge  Shoob,  so 
that  the  Court  could  determine  whether  there  was  a  discrepancy 
between  the  Suaaary's  Analytical  Conaent  B  and  the  underlying 
cables,  and  whether  Representative  Gonzalez's  allegations  were 
supported.   (Mueller  Tr.  131-132,  155-156.) 

zzx.     Tst  strtixityL  i7.  i»»2  dix  Lzmi 

The  DIA  also  sent  a  'declassified  version  of  its 
Septeaber  4  response  in  the  fom  of  a  new  letter  froa  Berry  to 
Brill,  dated  Septeaber  17,  1992.  (OIC  Zx.  89.)  Berry  wrote  the 
letter  after  receiving  a  telephone  call  froa  Keltzcr  on  Septeaber 
17,  in  which  she  requested  a  letter  to  Brill  confining  the  answer 
in  the  DIA's  Septeaber  4  letter.  (Berry  Tr.  59-60.)  In  preparing 
the  September  17  letter,  Berry  spolce  at  least  twice  with  Keltzer  on 
the  telephone  and  sent  copies  via  facsiaile  to  Brill  and  Meltzer 
when  the  letter  was  finished.   (Berry  Tr.  60.) 

The  DIA  Septeaber  17  letter,  in  relevant  part,  stated  as 


follows; 


Specifically,  in  response  to  the  1  Septeaber 
1992  OOJ  letter  to  DIA,  DIA  had  no  information 
in  its  files  concerning  the  ten  questions 
other  than  coaaents  on  and  repetition  of 
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puJslicly  available  Infonaation  (Jatina  froa 
pfter  Sgpter'±)er  1989  concerning  BNL-Rome  and 
its  relation  with  BNL-Atlanta. 

(OIC  Ex.    89.)      (Enphasis  added.) 

In  drafting  the  response  in  this  manner,  Berry  was  able 
to  exclude  mention  of  the  12  September  1989  cable  f  ron  H^f 
BBBOM  ^"  ^^^  the^l^Vcabl*  is  dated  during  September  1989  and 
the  letter  refers  .to  information  iUsi  September  1989.  Berry 
stated  that  he  and  William  J.  Allard,  DIA's  General  Counsel,  deli- 
berately worded  the  letters  in  such  a  manner  to  "carve  out"  the 
BSIB^ cable.   (Berry  Tr.  64.) 

Berry  stated  that  the  DIA's  effort  to  omit  tht§/^^ 
cable  was  not  based  on  concerns  about  the  substance  of  the  cable, 
which  the  DIA  had  followed  up  on  and  considered  to  be  inaccurate 
(Berry  Tr.  15-23),  but  instead  vas^based  on  Meltzer's  request  for 
an  "unclassified"  letter  that  would  give  the  BKL  judge  a  "warm 
fuzzy."  (Berry  Tr.  63,  65-67.)  According  to  Berry,  Meltzer  told 
him  that  "Gerrilyn  Brill  needed  something  unclassified"  and  "[a] 
simple  confirmation  would  be  sufficient."  (Berry  Tr.  66.)  Berry 
recalled  that  he  discussed  the  substance  of  the  September  17  letter 
with  Meltzer  over  the  telephone,  but  did  not  specifically  discuss 
how  to  deal  with  the fB^B cable.   (Berry  Tr.  64-65.) 


2III.      TCT  MQTH8T  TOt  X^  OTCLX8gI7ID  KJA  LZTTIR 

On  September  17,  1992,  Meltzer  also  asked  Kennedy  at  NSA 
for  an  unclassified  letter  responding  to  the  DOJ's  September  1 
questions.  Meltzer  said  the  sentencing  hearing  was  not  going  well, 
and  that  she  wanted  a  one-line  NSA  letter  for  use  in  Court  that 
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essentially  said  that  the  answer  to  each  of  the  Septenber  1 
questions  was  "No."   (Kennedy  Tr.  46-47,  56.) 

Kennedy  responded  that  he  would  take  it  up  with  his 
superiors,  and  suggested  that  the  DOJ  also  sake  "an  approach  on  a 
higher  level."  Kennedy  then  discussed  Meltzer's  request  with  MSA 
General  Counsel  Baker  and  Assistant  General  Counsel  Potenza,  and 
they  in  turn  asked  the  NSA  classification  office  to  declassify  the 
NSA's  September  9  letter.  (Kennedy  Tr.  47-50.)  Kennedy  also  pre- 
pared a  unclassified  draft  of  a'  letter  answering  the  DOJ's 
September  1  request,  but  Baker  declined  to  sign  that  letter  because 
he  was  concerned  that  it  sight  be  aisconstrued.  (Kennedy  Tr.  60; 
Stewart  Baker  Tr.  9-11.) 

In  anticipation  that  Judge  Shoob  would  be  receiving  the 
Septeaber  17  letter  as  well  ai  the  CIA  Suaaary  and  underlying 
cables,  Urgenson,  upon  Mueller's  advice,  organized  a  seating  at  COJ 
with  the  CIA  on  Septeaber  21,  to  discuss  the  presentation  of 
classified  aaterials  to  Judge  Shoob  and  to  obtain  an  explanation  of 
the  Suaaary.  (Urgenson  Tr.  248;  Jaseson  Tr.  155-156.)  The  aeeting 
was  attended  by  Crgenson,  Clark  and  Mcltzcr  of  DOJ,  and  Jaaeson, 

and, 
\oJ   the  CIA.   (Urgenson  Tr.  248-249.)   "' 

At  the  aeeting,  ■H^V stated  that  the  language  in  the 
Suaaary  was  not  intended  to  convey  what  Representative  Gonzalez  was 
now  saying  on  the  floor  of  the  House  and  to  the  press.  She 
explained  that  her  use  of  the  word  "confiraed"  in  Analytical 
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Cocjient  B  in  the  Summary  was  not  intended  to  assess  the  accuracy  of 

inforaation  in  the  underlying  cables.  Rather,  it  reflected  that  a 

private  source  had  provided  the  saae  information  as  a  press  source, 

thus  showing  corroboration  of  the  press  source,  but  not  necessarily 

validating  the  inforaation  Itself.''  ^^^H  *^*®  noted  that  her 

word  "activities"  and  the  tine  frame  were  deliberately  left 

ambiguous ,  because  the  cables  did  not  show  that  BNL-Roae  had 

contemporaneous  knowledge  of  "illegal  activities"  at  BKL-Xtlanta. 

Urgenson,  among  others,  found  these  technical  distinctions  "a 

little  hard  to  pane."  H|BB  Tr.  99-103;  Urgenson  Tr.  249.) 

Gerrilyn  Brill,  telephoned  the  Septeaber  21  conference 

rooB  from  Atlanta,  and  told  thea  that  she  hed  released  a  public 

statement  regarding  Reprtstntative  Gonzalez's,  Septeaber  14  press 

release  and  the  CIA  Siiaaary.  Specifically,  Brill's  stateaent  read: 

Z  have  reviewed  the  CIA  report  referenced  in 
Chairaan  Gonzalez's  Septeaber  14,  1992,  press 
release,  as  well  as  the  cables  supporting  the 
report.  Kr.  Gonzalez's  stataaenta  in  the 
press  release  are  not  supported  by  any  of 
these  docuaents.  There  is  no  evidence 
contained  in  either  the  report  or  the  cables 
that  BKL  officals  outside  of  Atlanta  or  the 
U.S.  govemaent  bad  conteaporaneous  Icnovledge 
of  Mr.  Drogoul's  criainal  activity. 

According  to  Urgenson,  since  Brill's  stateaent  was  not 

critical  of  the  Suaaary,  the  CIA  had  no  objections  to  it.   The 

meeting  ended  shortly  thereafter  with  the  understanding  that  Brill 


■^According  to  Urgenson,  ^Ufl^acknowledged  that  "lends 
credence  to"  would  have  been  a  more  accurate  choice  of  words  than 
"confirms."   (Urgenson  Tr.  249.) 
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vculd  present  all  the  documents  to  Judge  Shoob.**   (Urgenson  Tr. 
248-251;  Brill  Tr.  172-173.) 


XV.        THZ"  DROOOtTL  BeKTEWCIHO  HZXJ^IHO  — 6SPTgKBgR  17 

As  part  of  their  presentation  at  the  Drogoul  sentencing 

hearing,  the  USAO  put  on  a  "suaaary  witness,"  Arthur  Wade,  to 

testify  about  the  evidence  of  Drogoul 's  wrongdoing.   During  the 

cross-exanination  of  Wade  on  September  16,  the  Court  asked  several 

questions  regarding  intelligence  ihfomatlon  that  the  Taslc  Porce 

had  received,  and  Wade  gave  the  following  answers: 

The  Court:  Let  B«  ask  you  this,  Kr.  Wade:  In  your  direct 
testiaony  were  any  of  your  opinions  or  statements  based 
on  inforaation  that  you  derived  f rox  any  cables  that  were 
either  secret,  top  secret,  or  aarksd  confidential? 

The  Witness:   Tha  testiaony  that  Z  gave  was  basad  on 

evidence  other  than  classified  aatarials,  soaathing  that 
was  froa  another  source. 

Tha  Court:  But  you  did  have  accass  to  classified 
aatarials,  is  that  correct,  in  connection  with  your 
investigation? 

The  Witness:  Yes,  sir. 

The  Court:  But  what  you're  saying  is  that  your  testiaony 
was  not  based  on  that  inforaation  but  froa  inforaation 
froa  independent  sources? 

The  Witness:  Yes,  sir. 

Tha  Court:  And  did  tha  inforaation  in  those  cables  lead 
you  to  inforaation  froa  independent  sources? 

The  Witness:  I  can't  recall  an  Instance  where  ...  it 
led  to  another  independent  source. 


•'Urgenson  noted  that  no  one  froa  the  CIA  voiced  any  objections 
"until  Congress  began  to  ask  thea  questions.  That's  when  they 
becaae  uncomfortable.  .  .."   (Urgenson  Tr.  235;  251.) 
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The  Court:  It  nay  have  but  you  don't  kjiov,  is  that  what 
you're  saying? 

The  Witness:  It's  possible,  but  I  —  the  cables  were  not 
made  available  until  later  on  when  oost  of  the  leads  were 
already  developed  and  were  thenselves  generating  leads. 
It  was  not  early  on. 

The  Court:  And  did  any  inforaation  that  you  received 
through  these  confidential  or  secret  cables  indicate  to 
you  that  naybe  you  had  taken  the  wrong  path  or  reached 
the  wrong  conclusion  as  to  certain  events  that  had 
occurred?' 

The  Witness:  No,  sir,  just  the  opposite. 

The  Court:  They  confimed  it? 

The  Witness:  They  confiraed  what  was  said  earlier,  that 
it  was  not  conteapor&neous  Icnowlcdge  or  anyone  within 
BKL. 

The  Court:  Xnd  you  haven't  seen  any  cables  that 
indicated  otherwise? 

The  Witness:  There  were  suppositions  and  speculations  in 
soae  cables,  and  those'  speculations  were  siailar 
allegations  Bade  either  in  the  press  on  in  independent 
source  to  the  allegation  in  that  docuaent.  They  were 
pursued. 

(OIC  Ex.  101.) 

Wade  testified  in  this  investigation  that  his  answer  that 

the  cables  "confiraed"  the  prosecution  theory  of  the  case  was  not 

Bisleading,  although  he  acknowledged  that  his  response  to  Judge 
Shoob  froa  the  witness  stand  could  have  been  "acre  artfully 
stated."  (Wade  Tr.  83.)  Wads  answered  the  Court's  question  by 
assuming  that  Judge  Shoob  was  referring  to  all  the  cables.  Froa 
Wade's  standpoint,  the  fact  that  he  had  seen  no  cables  beyond 
speculation  or  supposition  gave  hiB  "coafort"  that  this  was  "not 
something  approved  or  authorized  by  any  of  the  U.S.  governaent 
agencies,  or  that  our  intelligence  had  picked  up  froa  other 
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intelligence  sources  all  over  the  world."  (Wade  Tr.  8<.)  Wade 
also  noted  that  he  followed  up  his  "confira"  response  by  stating 
that  there  were  other  cables,  containing  in  his  view,  unsupported 
allegations,  suppositions  and  speculation.  (Wade  Tr.  83.) 
Finally,  Wade  stated  that  he  was  uncoafortable  testifying  before 
"half  the  world,  sitting  in  the  courtroon"  about  what  he  considered 
to  be  "classified  material,"  and  that  this  discoafort  inhibited  his 

responses.   (Wade  Tr.  83,  85-87.) 

On  September  17,  Cook  aoved  to  vithdraw  Drogoul's  guilty 

plea,  primarily  on  the  grounds  that  United  States  foreign  policy 

with  Iraq  had  prejudiced  his  client's  defense.  The  USAO  objected, 

and  the  Court  denied  the  aotion  on  Scpteaber  21. 

ZVI.       TCT  eOOUT  MVICTg  TCT  OOtiXLZS   gOKXAKT  -  KPTPagK  23 

On  September  23,  the  USAO  provided  the  Court  with  the  CIA 
suoaary  and  the  four  underlying  cebles.  The  prosecutors  offered  to 
have  CIA  officials  explain  these  cables  to  the  Court  Is  camera .  but 
the  Court  rejected  this  suggestion.  The  next  day,  September  24, 
the  Court  advised  that  the  four  underlying  cables  did  not  appear  to 
support  the  conclusion  that  BKL-Rome  knev  of  BKL-Atlanta's  illegal 
loans.  Several  days  later,  however,  after  another  statement  froa 
Representative  Conzales  that  offered  a  contrary  view,  the  Court 
reversed  its  opinion,  and  stated  that  some  of  the  cables  supported 
the  conclusion  that  BNL-Rome  knev.*^  On  September  25,  Judge  Shoob 
asked  Brill  to  send  a  letter  to  the  CIA  asking  several  questions 


'^I  aa  not  suggesting  that  Judge  Shoob  was  influenced  by 
Representative  Gonzalez's  view  of  the  Summary  and  cables.. 
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regarding  the  .intelligence  infomation  that  had  been  gathered 
regarding  BNL.  Brill  sent  a  letter  to  Holmes  that  saae  day.  (OIC 
Ex.  64.)  Four  days  later.  Judge  Shoob  asked  Brill  to  send  a 
follow-up  letter  reiterating  these  sane  questions.  (OIC  Ex.  65.) 
On  Septecber  30,  Holaes  responded  to  both  letters  by  offering  to 
meet  with  Judge  Shoob  in  order  to  explain  fully  to  hia  the  answers 
to  his  questions;  (OIC  Ex.  66;  Holaes  Tr.  142-143.)  The  CIA  said 
that  explanation  never  was  giv«n  bacaus*  of  Drogoul's  renewed 
motion  to  withdraw  his  plea.**  '- 

Z7IZ.  DROQOTTL   JtXCXiTrB   HH    EXRLItK   BTXTtMnTTg 

On  Scpteaber  29,  Drogoul  took  the  stand  at  the  sentencing 
hearing,  and  began  to  recant  what  he  had  said  previously.  Specifi- 
cally, Drogoul  testified  in  specific  tervs,  for  the  first  tiae, 
that  BKL-Roae  officials  knew  about  bis  activities  and  authorized 
thea.  Based  on  this  testlaony,  the  USXO  agreed  to  permit  Drogoul 
to  withdraw  his  guilty  plea  on  October  1.  Mueller  said  that  this 
decision  was  aade  by  the  USAO  without  direction  froa  DOJ.  (Mueller 
Tr.  Vol.  2,    23-26.) 

On  October  1,  1992,  Judge  Shoob  orally  granted  Drogoul's 
motion  to  withdraw  his  guilty  plea. 


•*The  CIA  prepared  several  other  draft  responses  to  Brill's 
letters  of  September  25  and  29.  (OIC  Ex.  67.)  The  substance  of 
those  drafts  is  essentially  consistent  with  Holmes's  testimony. 
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XVIII.      TZ2  DISC07IRY  Cf  KTf  rVTORXATIOK 

The  CIA's  Office  cf  the  Ir.spect.or  General  has  advised  us 
of  a  recenrly  discovered  30  October  1S91  CIA  operational  cable 
that  reported  in  paragraph  3:- 


There  is  no  record  that  the  CIA  followed  up  on  this 
report.  However,  the  information  I  have  reviewed  during  this 
investigation  suggests  that  this  report  may  be  less  significant 
than  it  appears  on  its  face. 
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IZaXL  X>JXLY6Ifl   XKD   RJSCOKXSJTOXTIONS 
I.  THZ    IKPgPgKDEWT   COgVAgt.   BTXTUTB 

Pursuant  to  the  Independent  Counsel  statute,  upon 
conclusion  of  ny  prelininary  investigation.*'  I  aust  deteniine 
whether  there  are  -reasonable  grounds  to  believe  that  further 
investigation"  of  potential  or  alleged  wrongdoing  prohibited  by 
federal  criminal  law  i.  -warranted.-  2S  O.S.C.  SS  592(b)(1)  and 
592  (c)  (1)  (A) .  In  Baking  this  d.teriiination,  I  turn  to  the  follow- 
ing  criminal  provisions  which  would  likely  be  considered  by  a 
Statutory  Independent  Counsel  if  appointed:  II  U.S.C.  §  1503;  18 
U.S.C.  S  1505,  and  18  U.S.C.  {  100^. 

As  set  forth  below,  each  of  these  criminal  statutes 
requires  specific  conduct  performed  with  -mens  rea-  or  state  of 
mind.  The  Independent  Counsel  statute,  however,  only  permits  me  to 
determine  that  state  of  mind  is  lacking  if  I  can  find  that  there  is 
-clear  and  convincing  evidence-  of  it»  absence.  28  U.S.C.  S  592 
(a)(B)(ii).    The  statute  thus  craates  a  virtual  rebuttable 


•'in  my  October  26.  1992,  lettar  to  the  Attorney  C«n«5^J 
(EX.  3)  in  which  I  recommended  a  preliminary  investigation.  I  did 
not  distinguish  between  so-called  -covered-  Persons,  <a*«in*J^jn  28 
U.S.C.  S  591{b),  and  non-covered  persons  referred  to  in  S  59i(C}. 
AS  to  -lo^rid'^rson.,-  the  Ind.pendant  Counsel  •t'itut.  mandate, 
a  preliminary  investigation  when  -information  »««i=i*n^  .^^ 
constitute  grounds  to  investigate"  has  ^","«:*i^*'*,  ^JJ^JJii; 
AS  to  persons  not  considered  -covered,-  a  P^li"^"*'^: /"X^'^^^t^?" 
is  discretionary  under  the  same  circumstances,  ^^n^**^*  ^f^^J?!^.; 
1992  letter  to  me,  in  accepting  my  recommendation,  ^•^*^^fT"»y 
General  asked:  (a)  that  1  commence  such  pr«li«in«ry  in^e'tigation, 
and  (b)  that  I  attempt  to  conclude  it  by  December  8,  1992.  J^J  Jjyj 
before  expiration  of  the  Independent  Counsel  statute.  Jf  •  J'^J'J 
of  this  Report  reveals,  ay  investigation  has  been  ^i<i*-"jgi"9  and 
has  included  within  its  reach  both  individuals  """'^^^J.  '^^^^^J 
persons  by  the  statute  and  those  not  considered  -covered-  persons. 
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presuaption  of  the  statutory  state  of  Bind,  a  presumption  that  cay 
be  rebutted  only  by  "clear  and  convincing  evidence." 

X.    19  V.S.C.  Ugg? 

Section  1503  generally  proscribes  the  obstruction  of  the 
"due  adainistration  of  justice,"  in  connection  with  a  judicial 
proceeding,  by  corrupt  endeavor.  The  use  of  the  tern  corruptly, 
together  with  the  tera  endeavor,  "charges  aji  intentional  act." 
United  States  v.  Haas.  583  r.2d  21«  (5th  Cir.  1978),  cert,  iioi^d, 
440  U.S.  981  (1979).  Generally,  the  Covemaent  oust  deaonstrate 
that  the  person  charged  with  a  S  1503  offense  ")cnovingly  and 
Intentionally  undertook  an  action  froB  which  an  obstruction  of 
justice  was  a  reasonably  foreseeable  rasult.*  United  States  v. 
Z2lfiBA2>  916  r.2d  €47,  651  (11th  Cir.  1990)  (citations  omitted) 
(eaphasis  added) . 

The  term  "corruptly"  connotes  specific  intent.  SXI 
United  States  v.  Maehl.  811  F.2d  991,  996  (7th  Cir.  1987) 
("Corruptly  means  to  act  with  the  purpose  of  obstructing 
justice.");  United  states  v.  Partln.  552  r.2d  621,  641  (5th  Cir.), 
ESri.  denied.  434  U.S.  903  (1977)  ("The  word  corruptly  means  a 
defendant  acted  with  improper  motive  or  with  bad  or  evil  or  wicked 
purpose.");  United  Statee  v.  Jeter.  775  r.2d  670  (6th  Cir.  1985), 
Ciri.  dcnififl,  475  U.S.  1142  (1986)  (Section  1503 's  Bsns  ax 
requirement  limits  thm  scope  of  the  statute  to  persons  "who 
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'corruptly'   or  •'int'entionally   seek   to   obstruct   the   due 
administration  of  justice.")** 

The  tens  "endeavor"  has  been  held  to  describe  "any 
attenpt  or  effort  to  obstruct  justice."  Thoaas.  916  r.2d  at  651 
(citation  ooitted) ;  £££  also  Buffalano.  727  F.2d  at  53  (defining 
endeavor  "as  'any  effort  or  essay  to  acconplish  the  evil  purpose 
that  the  statute  was  enacted  to  prevent •■)  (quoting  United  States 
V.  Russell.  255  U.S.  138,  143  (1921)).   The  govemaent  need  not 
demonstrate  that  the  endeavor  was  ultimately  successful  or  that  it 
achieved  the  desired  result.  ££fi,  e.o..  Osbom  v.  United  States. 
87  S.  Ct.  429,  434-435  (1966);  H^OSlli    513  F.2d  at  460  ("tljt  it 
the  endeavor  to  bring  about  the  forbidden  result,  and  not  success 
in  achieving  the  result,  that  Section  1503  Bakes  •  crlxe.*); 
Thomas.  916  r.2d  at  651.  However,  ^e  court  in  fijozid  noted  that 


**Both  the  Fourth  and  Eleventh  Circuits  have  departed  soaewhat 
froB  the  specific  intent  requireaent  as  fraaed  by  other  Circuits. 
A  recent  Eleventh  Circuit  decision,  defining  the  tern  "corruptly," 
constricted  the  specific  intent  eleaent  as  follovs: 

"' Corruptly •  ■  describes  the  specific  Intent  of 
the  criae  and  can  vary  in  aeaning  with  the 
context  of  the  section  1503  prosecution  .... 
Although  the  govemaent  is  not  required  to 
prove  that  the  defendant  had  the  specific 
purpose  of  obstructing  justice  ...  it  aust 
establish  that  the  conduct  was  proapted  at 
least  in  part,  by  a  corrupt  aotive. 

United  States  v.  Thoaas.  916  F.2d  647,  651  (11th  Cir.  1990) 
(citations  oaitted) ;  i^fi  ^lia  United  States  v.  Weisvender.  590  F.2d 

1269,  1274  (4th  Cir.),  cert,  dmiifl,  441  U.S.  963  (1979)  (holding 
that  "a  defendant  who  intentionally  undertakes  an  act  or  atteapts 
to  effectuate  an  arrangeaent,  the  reasonably  foreseeable 
consequence  of  which  is  to  obstruct  justice,  violates  16  U.S.C.  S 
1503  even  if  his  hope  is  that  the  judicial  machinery  will  not  be 
seriously  impaired."). 
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§  1503  proscribes  only  those  acts  which  produce  or  which  are 
capable  of  producing  an  effect  that  prevents  the  due  adainistration 
of  justice.   775  F.2d  at  1465. 
4.    IB   p.p.c,  Sigff? 

Section  1505  of  the  obstruction  of  justice  statute 
applies  broadly  to  all  pending  proceedings.  Including  Congressional 
proceedings.  Section  1505  also  requires  proof  of  specific  intent, 
or  a  corrupt  endeavor,  to  sustain  a  conviction. 

Other  than  the  celebrated  cases  arising  out  of  the  Iran- 
Contra  scandal  {SS£  Pnited  States  v.  Horth.  708  F.  Supp.  385 
(D.D.C.  1988),  and  Pnited  States  v.  Poindexter.  951  P. 2d  369  (O.C. 
Clr.  1991)),  only  a  handful  of  decisions  under  {  1505  bava 
considered  alleged  obstructions  of  Congressional  "proceedings." 
Stft.  tJx  Pnited  Staf «  v.  MitehelL  177  r.2d  294  (4th  Clr.  1989), 
reh'g  denied,  1989  U.S.  App.  LEXIS  13462  (4th  Clr.  1989). 

The  requireaent  of  S  150S  that  the  defendant  has  acted 
"corruptly"  is  given  siailar  leaning  to  the  "corrupt"  eleaent  of 
S  1503.  In  Pnited  States  v.  Price.  951  r.2d  1028,  1031  (9th  Clr. 
1991),  the  court  held  that  the  "requisite  Intent  to  violate 
Section  1505  is  .  .  .  aerely  that  the  ^defendant  aust  have  acted 
*  corruptly,  •  i.e. .  that  the  act  aust  be  done  with  the  purpose  of 
obstructing  justice'"  (citation  oaltted) .  A  siallar  definition  was 
adopted  in  Pnited  States  v.  Laurins.  857  r.2d  529,  536-37,  where 
the  court  held  that  the  defendant  acted  corruptly  by  concealing 
docuaents  in  response  to  an  IRS  subpoena. 

The  District  of  Columbia  Court  of  Appeals  in  United 
States  V.  Haldewan.  559  r.2d  31  (D.C.  Clr.  1976),  construing 
S  1503,  adopted  a  variation  of  the  definitions  above,  holding  that 
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the  tern  "corruptly"' neans  having  an  evil  purpose  or  intent.   See 

also  United  States  v.  Sorecher.  783  F.  Supp.  at  164  ("'Corruptly' 

simply  Deans  to  be  Botivated  by  an  inproper  purpose")  (citations 

omitted)."  In  North,  however,  the  court  cautioned: 

Unli)ce  courts  of  lav  covered  by  section  1503, 
congressional  comaittees  are  part  and  parcel 
of  a  political  branch  of  govcmaent  and  there- 
fore serve  vide-ranging  political  functions 
not  United  to  a  search  for  truth  in  accor- 
dance with  foraal  rules  ....  No  one  can 
seriously  question  that  people  constantly 
attempt  in  innu»erabl«- ways,  to  obstruct  or 
iapede  congressional  coaaittees  .  .  .  but  it 
does  not  necessarily  follow  that  (it]  is  .  .  . 
(done]  corruptly. 

The  Court  of  Appeals  in  Pnitad  states  v.  Poinderter.  951 
P.2d  369,  379  (D.C.  Cir.  1991),  in  an  opinion  authored  by  then 
Judge  Cinsburg,  construed  Bore  strictly  than  any  other  court  the 
scope  of  sanctionable  conduct  under  f  1505.  The  Poinderter 
decision  is  an  apparent  retrenchaent  froa  the  prior  decisions  of 
the  District  of  Coluabia  Court  of  Appeals  (see  Jjsiih,  tUBII«  Snitli 
States  V.  Lavelle.  751  P. 2d  1266  (D.C.  Cir.},  Otli^  dtniftfl«  47^ 
U.S.  ei7  (1985))  on  the  applicability  of  f  1505  to  Executive  Branch 
officials,  although  the  court  did  not  expressly  overrule  those 
decisions. 

In  Poindexter.  the  defendant  was  charged  with  obstructing 
congressional  inquiries'  into  the  Iran-Contra  scandal.    The 


The  absence  of  "illegal  aeans"  does  not  aean 
that  the  allegedly  violative  conduct  is  not 
corrupt.  Mitchell.  877  P. 2d  at  298.  The 
court  in  Mite^^fi;  stressed  that  the  crucial 
inquiry  focuses  on  "whether  a  defendant  had 
the  requisite  corrupt  intent  to  improperly 
influence  the  investigation,  not  on  the  neans 
the  defendant  employed  in  bringing  to  bear 
this  influence."   Ijj.  at  299. 
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Poindexter  court  deened  the  term  "corruptly"  as  used  in  i  1505  to 
be  so  vague  as  to  "provide  [no]  constitutionally  adequate  notice 
that  it  prohibits  lying  to  Congress."  Poindexter.  951  F.2d  at  379. 
In  an  elaborate  analysis  of  the  statute,  the  court  suggested  that 
acting  "corniptly"  oneself  would  not  necessarily  be  violative  of 
5  1505,  and  interpreted  the  statute  to  proscribe  corrupting  another 
by  influencing  that  individual  to  violate  his  own  legal  duty. 

With  the  notable  exception  of  Poindexter.  courts 
interpreting  S  1505  have  generally  construed  broadly  the  range  of 
"endeavors"  covered  by  S  1505.  In  Mitchell,  for  instance  —  a  case 
proscribing  an  endeavor  to  stop  a  congressional  investigation  — 
the  court  held  that  uil  effort  or  act  "when  done  with  the  requisite 
intent  to  corruptly  influence  •':  congressional  investigation, 
violates  [S  1505]."  Mitchell.  877  F.2d  at  299. 

Endeavors  proscribed  by  S  1505  have  included  directing  an 
individual  to  destroy  records  responsive  to  a  DOE  subpoena,  Sutton. 
£U£rA;  supplying  false  testiaony  and  directing  an  individual  to 
alter  sales  invoices  and  submit  thea  to  an  inquiring  agency, 
Fruehtnan.  supra ;  deliberately  concealing  Batters  aaterial  to  an 
SEC  investigation,  Sprecher.  supra ;  subaitting  a  false  document  in 
response  to  a  subpoena  issued  by  the  IRS,  Pnited  states  v.  vixie. 
532  r^2d  1277  (9th  Ciri  1976);  supplying  evasive  answers  and 
concealing  knowledge  ri.e. .  feigning  forgetfulness)  in  testiaony  at 
SEC  investigative  hearings,  United  States  v.  Xlo.  439  P. 2d  751  (2d 
Cir.),  cert,  denied.  404  U.S.  850,  reh'q  itnisA,  404  U.S.  961 
(1971);  altering,  concealing,  or  withholding  records  which, 
according  to  the  indictment,  bore  a  "reasonable  relation"  to  the 
subject  Batter  of  a  Senate  Comnittee  inquiry.  United  States  v. 
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Presser.  292  F.2d  i71  <6th  Cir.  1961),  aff  d  bv  an  equally  divided 
court.  371  U.S.  71  (1962);  and  influencing  a  witness  to  give  false 
infonaation  and  testinony  to  a  Senate  Comaittee  and  its 
invo^t-ig^tnrs.  StPin  v.  United  States.  337  F.2d  14  (9th  Cir.  1964), 
cert,  denied.  380  U.S.  907  (1965). 

C,     !■  n.B.C.  <1001 

Section  1001  proscribes  (1)  the  toowing  and  willful 
falsification  or  concealaent  of  a  matarial  fact;  (2)  the  aaJcing  of 
any  false  or  fraudulent  stateaent  or  representation;  and  (3)  the 
Ba)cing  or  using  of  a  falsa  writing  or  document  with  Jcnowladga  that 
it  contains  a  falsa  or  fraudulent  «tate»«nt  "in  any  aattar  within 
the  jurisdiction  of  any  dapart»ent  or  agency  of  the  United  States." 

A  "concealBent"  is  an  "laffirmative  act  by  which  a 

t 

■aterial  fact  is  actively  concealed."  It  Bust  be  More  than  a  sere 
passive  failure  to  disclose,  n.s.  v.  shannon.  «3«  r.2d  1125, 
1130-31  (8th  Cir.),  £ir£.  dtnitfl,  4»6  U.S.  1051  (I9t«).  A  "false 
stateaent"  is  •  stateaent  which  "is  designedly  untrue  .  .  .  and 
Bade  with  intention  to  deceive  the  person  to  whoa  the  false  state- 
Bent  is  Bade  or  exhibited."  o.s.  v.  Werthlncton.  F.2d  315  (2d 
Cir.),  cert,  denied.  484  U.S.  944  (1987).  A  "false  writing"  is 
Berely  a  false  etateaent  inserted  into  a  writing.  £1.  Devitt,  fit 
al. .  supra .  at  450. 

The  Bateriality  requlreaent  of  the  statute  Bay  be  set  if 
the  false  stateaent  has  "the  capacity  to  iapair  or  pervert  the 
function  of  a  govemaent  agency."  n.s.  v.  Liehtenstein.  610  r.2d 
1272,  1278  (5th  Cir.),  £££&.  dtnifid.  447  U.S.  907  (1980): 

The  test  of  'aateriality'   is  whether  the 
stateaent   'has   the   natural   tendency   to 
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influence,  or  was  capable  of  influencing,  the 
decision  of  the  tribunal  in  naJcing  a  [parti- 
cular] deterainaticn. '  Proof  of  actual 
reliance  on  the  stateaent  is  not  required;  the 
Covernaent  need  only  make  a  reasonable  shoving 
of  its  potential  effects. 

U.S.  V.  DiQOS.  613  F.2d  988,  999  (D.C.  Cir.  1979),  cert,  dfinifid. 

446  U.S.  982  (1980)  (quoting  Weinstoek  v.  U.S..  231  r.2d  699,  701- 

702  (D.C.  Cir.  1956)-  (footnote  oalttsd)). 

The  false  stateaent,  concaalaent  or  oalssion  Bust  b«  aadt 

"knowingly  and  willfully."  Typically,  courts  interpret  these  two. 

teras  as  a  unitary  concept  requiring  proof  that  the  defendant  aadc 

the  stateaent  deliberately  (and  not  «s  th«  result  of  a  aistak*  or 

accident),  with  knowledge  that  the  stateaent  vas  false,  and  with 

"specific  intent."   £tf,  4*4.,,  n.s.'  v.  Cutaen.  711  r.2d  at  431; 

U.S.  V.  Llehtenstein.  610  r.2d  at  1277.  Several  circuits  describe 

specific  intent  as  follows: 

The  stateaent  aust  have  been  aade  with  an 
intent  to  deceive,  a  design  to  indue*  belief 
in  the  falsity  or  to  aislead,  but  i  1001  do«s 
not  raqpiire  an  intent  to  defraud  —  that  is, 
the  intent  to  deprive  soaeone  of  soaething  by 
aeans  of  deceit. 

United  States  v.  Llehtenstein.  610  F.2d  1272,  (5th  Cir.  1980).  Sit 

also  U.S.  V.  Corslno.  812  F.2d  26,  29  (1st  Cir.  1987);  U.S.  v. 

Martin,  772  r.2d  i442  (8th  cir.  i985). 

Despite  the  specific  intent  requireaent,  soae  courts  have 
allowed  the  "knowingly  and  willfully"  eleaent  of  the  clause  to  be 
satisfied  by  proof  that  the  defendant  acted  "with  reckless 
disregard  of  the  truthfulness  of  the  stateaent  and  with  the 
conscious  purpose  to  avoid  learning  the  truthfulness  of  the 
stateaent."  U.S.  v.  Evans.  559  r.2d  244,  247  (5th  Cir.  1977).  5lt 
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fiiSS,  U.S.  V.  Hanlon.  548  F.2d  1096.  1100-01  (2d  Cir.  1977);  Uiui^d 
States  V.  Lanae.  528  F.2d  1280,  1288  (5th  Cir.  1976). 

Given  the  constraints  the  Independent  Counsel  statute 
inposes  on  the  proof  upon  which  I  may  rely  for  "state  of  Bind" 
findings,  in  conducting  ay  investigation  Z  exaained  the  words  and 
deeds  of  individuals  and  was  prepared  to  infer  wrongful  intent  as 
suggested  by  events  unless  "clear  and  convincing  evidence"  deaon- 
strated  otherwise. 

After  having  carefully  studied  all  of  the  inforaation  I 
have  assesbled,  as  analyzed  and  discussed  in  the  body  of  this 
Keport,  I  conclude  that  in  each  instance,  the  evidence  is  indeed 
clear  and  convincing  that  the  requisite  intent  to  obstruct  the 
Droooul  prosecution  was  lacking  oh  the  part  of  thoao  Involvod  or 
against  whoa  interference  has  b«en 'charged .  In  fact,  Z  have  found 
that  there  is  no  credihle  evidence  to  suggest  otherwise. 

Zn  all  other  instances,  including  those  that  have 
received  the  highest  scrutiny  by  the  public  end  Congress,  Z  have 
found  no  credible  evidence  that  any  person  in  the  DOJ  or  the  DSAO 
acted  with  the  requisite  intent  to  obstruct  the  due  edainistration 
of  justice  in  connection  with  a  judicial.  Congressional  or  any 
other  proceeding,  or  to  aake  any  false  stateaents  to  any  departaent 
or  agency  of  the  United  States.  Absent  any  credible  evidence,  the 
■clear  and  convincing  evidence"  necessary  to  overcoae  the  presuaed 
intent  under  28  U.S.C.  S  592(a) (B) (ii)  is  clearly  set.  Although 
not  within  the  scope  of  ay  inquiry,  ay  investigation  does  suggest 
that  with  respect  to  the  conduct  of  Kr.  Kloske,  a  possible 
exception  may  exist,  and  the  Attorney  General  aay  wish  to  consider 
further  investigation. 

102 


^  658 


UNCLASSiFitD 


II.        XyXLYBIS  PypgR  THt  IKPEPKKDEKT  COUVBtL   STATUTg 

As  noted  above,  the  Boren  Conaittee  and  the  House  and 
Senate  Judiciary  Comnittee  letter*  of  October  1992  allege  essen- 
tially that  attorneys  at  DOJ  and  representatives  of  the  CIA  made 
misleading  stateoents  to,  and  withheld  relevant  information  froo, 
Judge  Shoob  and  the  USAO  regarding  certain  intelligence  inforaation 
on  the  BNL  matter  in  September  1992.*"  I  address  this  broad 
allegation  in  the  following  analysis  that  is  governed  by  the 
Independent  Counsel  Statute. 

First,  I  consider  vbethar  ths  OOJ  or  the  CIA  withheld 
relevant  intelligence  inforsation  froa  th«  USAO  in  order  to 
obstruct  the  BKL  prosecution.  Second,  Z  analyze  whether  misrepre- 
sentations were  Bade  to  Judge  Shoob  in  the  USAO's  Sentencing 
KemoranduB  dated  September  11,  199^«  or  in  Arthur  Vade's  testimony 
at  the  sentencing  hearing.  Third,  Z  assess  whether  the  OOJ's 
release  of  the  September  17  letter,  and  the  DOJ's  decision  not  to 
issue  the  CIA's  September  18  statement,  were  designed  to  mislead 
the  Court  and  the  public,  and  obstruct  justice.  Fourth,  Z  discuss 
the  DIA*s  September  17  letter  and  the  Brill  public  statement  on 
September  21. 

X»         Was  Any  ZatelligeBce  Zaferaatiea  withheld  7rom  The 

SfAfil '. 

I  conclude,  based  on  my  investigation  of  all  the  facts 
set  forth  above,  that  no  intelligence  information  was  deliberately 


*"Ouring  my  investigation,  Z  found  nothing  tht  suggested  that 
DOJ  or  CIA  representatives  had  withheld  information  regarding  U.  S. 
intelligence  agencies  and  their  involvement  in,  or  contemporaeous 
knowledge  of,  BNL-Atlanta's  unlawful  conduct.  As  a  result,  my 
analysis  focuses  on  intelligence  information  regarding  whether 
"BNL-Rome  knew."  ^ 
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withheld  from  the  USAO  by  the  DOJ  or  CIA  to  obstruct  the  BNL 
prosecution.  Although  the  USAO  did  not  receive  certain  intelli- 
gence infonnation  before  the  Drogoul  sentencing  hearing  (s.tqi.»  the 
31  January  1990  ^H^l letter  and  the  CIA  Suaaary) ,  that  was  the 
result  of  inadequate  procedures  at  the  CIA  for  tracing,  analyzing, 
and  disseminating  such  information. 

1.  DOJ  ProTided  full  Xeoesa  to  laform»tloxi 
There  is  really  no  dispute  that  the  USAO  had  conplete 
access  to  intelligence  information  gathered  by  the  DOJ.  As  early 
as  December  1990,  Clark's  meaorandua  to  McKenzie  invited  her  to 
review  information  that  DOJ  vas  gathering  on  th«  USAO's  b«half. 
(OIC  Ex.  29.)  Members  of  the  OSAO;  or  it«  Ta»X  rorc«  reviewed  the 
docuaenta  at  DOJ  on  at  least  thre«  ;OCcasion«:  in  D«ceab«r  1990  or 
January  1991  by  Agent  Wade;  on  Septeidjer  13,  1991  by  Agents  Wade 
and  Horton;  and  on  April  30,  1992  by  McKanxie,  Chartash,  and  Agent 
Wade,  at  which  tiae  thay  were  givan  an  index  to  all  the  intelli- 
gence report*  on  file  at  the  DOJ. 

McKenzi*  viewed  the  OSAO's  accass  to  tha  intelligence 
docuaents  at  DOJ  as  an  "op«n  invitation,"  and  ClarX  beliavad  that 
McKenzie  had  aaple  opportunity  to  review  all  intelligence  inforxa- 
tion.  (McKantia  Tr.  57.)  Thera  is  no  avidanca  that  DOJ  aver 
denied  the  USAO  access  to  this  Inforaation,  or  withheld  any 
documents  from  the  USAO.*' 


"Although  the  USAO  was  not  peraittad  to  taka  copies  of  CIA 
cables  to  Atlanta,  that  restriction  is  coaaon  for  such  materials, 
and  it  does  not  iaply  that  the  USAO  was  denied  access.  Siailarly, 
MSA  and  NSC  documents  were  not  concealed  or  withheld  from  the  USAO, 
but  because  the  field  prosecutors  in  the  USAO  lacked  the  appro- 
priate clearances  to  review  such  docuaents,  it  had  to  rely  on  oral 
briefings  from  the  DOJ  on  those  aaterials. 
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It  is  .-true  that  the  DOJ  assuisad  responsibility  for 
requesting,  reviewing,  and  analyzing  intelligence  inforaation  on 
behalf  of  the  USAO  in  this  case.   But  that  does  not  suggest  that 
DOJ  attorneys  were  withholding  or  concealing  that  inforaation.  To 
the  contrary,  the  DOJ  requests  for  information  to  the  Intelligence 
Community  were  cooprehensive  and  broader  than  the  requests 
suggested  by  the  USAO,  and  Greenberg  and  Ciar)c  proceeded  to  review 
and  follow  up  on  Bost,  if  not  all,  of  th«  inforaation  they 
received.*^  Similarly,  when  Meltzer  sought  intelligence  inforaa- 
tion by  sending  out  th«  DOJ'«  September  1,  1992  letters,  she  was 
doing  so  to  help  the  USAO  pursue  leads  froa  th«  Drogoul  debrief- 
ings,  and  she  promptly  provided  all  the  responses  to  XcKenzi*  in 
Atlanta.   Although  the  gathering  and  assessaent  of  intellig*nc« 
information  by  DOJ  attorneys  was  not  *■  thorough  as  it  should  have 
been,  which  Z  consider  belov,  it  did  not  reveal  any  effort  to 
influence  improperly  or  obstruct  the  BKL  investigation. 


"while  the  Clark  and  Creenberg  letters  to  th«  Intelligence 
CoBounity  never  asked  sp«cific«lly  whether  "BNL-Roa*  knew,"  both 
believed  that  their  broad  requests  called  for,  and  actually 
obtained,  such  information.  Nonetheless,  the  failure  of  anyone  to 
ask  this  specific  question  of  the  Intelligence  Community  is 
curious,  given  the  importance  of  this  issue  in  the  case  at  that 
time  and  the  heated  debate  between  DOJ  and  the  USAO.  I  received 
given  no  satisfactory  explanation  for  the  failure  to  ask  this 
question. 

105 


661 


UHCLAS5IF1ED 

2.     ZatdcqMtt*  Proo«dur«s  at  DOJ  for  RAquciting 
uid  Rtvlavlag  iDtalligano*  lafonatlon 

Even  though  I  conclude  that  the  USAO  was  peraitted  full 
access  to  intelligence  naterials  obtained  by  the  DOJ,  I  am 
disturbed  by  the  confusion  and  carelessness  that  characterized  the 
Banner  in  which  the  DOJ  and  the  OSAO  pursued,  reviewed,  and 
analyzed  inforaation  froa  the  Intelligence  Coaaunity.  These  short- 
coaings  ran  throughout  this  aattar,  and  greatly  contributed  to  the 
events  in  September  1992. 

Froa  the  outset,  confusion  reigned  on  the  subject  of  who 
was  responsible  for  handling  BKL-related  intelligence  issues,  and 
this  led  to  a  delay  of  several  aonth*  in  the  gathering  of  these 
aaterials.  Rukstele,  McK«ntie  and  Wade  each  believed  that  Clark 
and  Creenberg  received  this  assignijent  froa  Urgeneon  by  virtue  of 
DOJ's  greater  faailiarity  with,  and  access  to,  the  Intelligence 
Coaaunity.  Urgenson  thought  that  Creenberg  and  Clark  wert  handling 
the  issue  and  did  not  aonitor  their  efforts  b«cau«e  of  their 
experience.  Creenberg,  on  the  other  hand  testified  that  Urganson 
told  hia  to  hold  off  on  the  inquiries.  Clark  disagreed  with 
everyone,  saying  that  the  DSXO  had  failed  to  carry  out  this 
assignnent,  despite  assuring  hia  that  "the  FBI"  would  do  »o."  No 
one  here  is  blaaeless.  Such  uncertainty  should  never  occur  where 
experienced  prosecutor*  are  dealing  with  sensitive  intelligence 
Batters,  and  particularly  in  a  aajor  case  such  as  this. 


"Clark's  alleged  reliance  on  the  USXO's  purported  statement 
that  "the  FBI"  was  handling  the  intelligence  inquiries  is  curious. 
Whether  or  not  Rukstele  or  McKenzie  told  Clark  that  the  FBI  was 
handling  intelligence  aatters  (and  they  deny  aaking  such  state- 
aents),  Clark  would  know  that  the  FBI  was  not  the  appropriate 
avenue  for  such  inquiries. 
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There  was  a  sicilar  shrinking  fron  responsibility  with 
respect  to  the  review,  analysis  and  follow-up  on  intelligence 
infonaation  after  it  was  gathered  by  the  DOJ.  Greenberg  assuaed 
that  Clark  and  Urgenson  were  responsible.  -Urgenson  thought  that 
the  natters  were  being  handled  by  ClarX  and  Greenberg.  Clark 
thought  that  the  USAO  ultinately  bad  to  perfora  these  tasks,  and 
the  USAO  again  looked  to  the  DOJ  as  having  taken  charge. 

In  this  race  for  cover,  1  could  not  find  a  single  person 
at  the  DOJ  or  the  USAO  who  could"  say  with  certainty  that  he  or  she 
had  reviewed  and  analyzed  every  intelligence  report,  and  followed 
up  on  those  that  were  aost  important,  at  any  tiae  during  the  BKL 
investigation  or  prosecution.**  .During  October  and  December  1990, 
for  exaaple,  the  DOJ  received  several  reports  froa  the  Intelligence 
CoBBunity  that  were  significant '.-on  their  face,  including  the  12 
January  1990  CIA  cable; 
^■PH  the  5  October  1919  CIA  cable  __ 

WK^t^^B^^^^^^^^^^^^^^^^/^t^M  *"^  ^*  Septeaber 
1989  DIA  cable  (disc\issing  HATO  collusion  with  BKL) .  Yet  there  are 
no  records  of  any  analysis  or  follow-up  on  these  cables,  and  the 
-recollections  of  Clark  and  Greenberg  are  now  sketchy  at  best.  As 
a  result,  a  strong  suspicion  eaerges  that  the  BNL  intelligence 
inforaation  was  not  fully  reviewed  or  followed  up  on  during  the 
period  before  the  Indictaent  was  returned  in  this  case.  ^^^ 

In  the  period  after  the  Indictaent,  the  situation  is  no 
better.  The  USAO  and  the  Task  Force  adait  to  only  a  cursory  review 


•*Clark  and  Greenberg  had  a  general  recollection  of  reviewing 
and  following  up  on  soae  docuaents,  but  both  pointed  to  others  as 
having  ultiaate  responsibility.  NSA  has  stated  that  Greenberg  and 
Clark's  review  of  NSA  materials  was  never  completed. 
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of  intelligence  oaterials  even  on  April  30,  1992,  shortly  before 
the  orpected  trial  of  Drogoul."  Moreover,  there  is  no  evidence 
that  Meltzer  ever  reviewed  the  cables  that  had  been  gathered,  even 
when  she  was  assigned  to  follow  up  on  intelligence  issues  in 
Septenber  1992.  I  would  have  expected  a  far  nore  thorough  effort 
and  a  clear  delineation  of  responsibility  on  intelligence  infor- 
sation  issues. 

The  events  of  September  1992  arose  largely  because  the 
DOJ  and  the  USAO  were  unaware  of  what  specific  intelligence  infor- 
aation  they  had  received  and  reviewed.  Had  Clark,  Creenberg,  or 
anyone  else  docuaented  their  efforts,  the  DOJ  Bight  have  recognized 
that  the  CIA's  answer  to  Question.  8  in  th*  S«pt«ab«r  17  letter  vas 
an  incoaplete  stateaent,  as  discussed  belov.  To  avoid  a  repetition 
of  these  events  in  soae  future  ca«it,  procedures  should  b«  adopted 
to  ensure  that  careful  and  thorough  analysis  and  follov-up  of  all 
available  intelligence  is  the  rule  in  all  investigations. 

Koreovar,  as  discussed  previously,  thcra  vera  wholly 
inadequate  procedures  at  DOJ  for  Intamal  routing  of  intelligence 
information  regularly  disseainatai  to  it  by  th«  Intelligence 
CoBBunity.  Two  cablas  dated  20  April  1990  and  22  February  1991, 
which  were  disssBinated  by  the  CIA  to  the  DOJ  through  nerval 
channels,  vera  navar  routed  to  the  DOJ  Fraud  Section  or  the  OSAO, 
even  though  they  related  to  whether  "BKL-Roae  )cnew."  These 
internal  routing  procedures  Bust  b«  iaprovad  iaaediately  so  that  a 
respected  institution  like  the  DOJ  will  not  again  be  eabarrassed  by 
effectively  "losing"  valuable  intelligence  inforaation. 


*hlcKenzie  explained  that  she  reviewed  the  aaterials  acre  for 
new  investigative  leads  than  for  trial. 
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3.     Tb«  CIA  ProvidAd  Inoompl«ta  InfomatloD  To 
Th«  OOJ 

The  CIA  did  not  provide  complete  intelligence  infonnation 
to  the  DOJ  ia  the  BNL  matter,  despite  broad  requests  by  the  DOJ. 
For  example,  in  the  Fall  of  1990,  the  CIA  failed  to  produce  the  31 
January  1990  letter  from  CIA's^^HJUl^to  USOA's  David  Kunkel, 
even  though  that  letter  had  ..tran««itted  the  «  November  Typescript 
and  stated  that  there  was  "new"  Information  that  BKL-Roac  knew  of 
BKL-Atlanta's  unlawful  activities:*  Further,  the  CIA  produced 
several  other  intelligence  cables  regarding  BNL  that  were  never 
disseminated  in  the  normal  channel*  outside  the  CIA. 

The  CIA  also  neglected  to  provide  the  DOJ  with  informa- 
tion that  it  prepared  internally  after  responding  to  the  DOJ* s  1990 
requests,  including  the  CIA  Suamery  prepared  for  Representative 
Conralex  in  October  1991.  Finally,  the  CIA's  SepteJiber  4,  1992 
letter  was  incomplete,  because  it  suggested  that  the  CIA  only  had 
■publicly  available"  information  on  the  subject  of  whether  "BNL- 
Rome  )cnew,*  when  in  fact  the  CIA  had  private-source  information  on 
the  subject. 

1  do  not  conclude,  however,  that  the  CIA's  failure  to 
provide  complete  information  was  deliberate,  or  part  of  an  effort 
to  obstruct  the  BKL  prosecution.  Rather,  the  CIA's  failure  appears 
to  be  based  on  inadequate  procedures  for  retrieving  and  producing 
information  to  the  DOJ  generally,  and  on  the  CIA's  inadequate 


•^Regrettably,  it  appears  that  this  letter  was  also  not 
forwarded  by  Kunkel  to  Wade  of  the  USDA's  Office  of  Inspector 
General,  who  served  on  the  USAO  Task  Force.  {Wade  Tr.  60-61.) 
Wade  did  not  see  this  letter  until  on  or  about  November  I,  1992. 
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review  of  its  ovn  Information  by  the  CIA  before  sending  the 
September  4  letter. 

There  is  no  explanation  for  the  CIA's  October  1991 
Summary  not  being  forwarded  to  DOJ  when-  it  was  produced  for 
Representative  Gonzalez,  other  than  carelessness  or  inadec[uate 
procedures.  According  to  a  routing  slip,  a  copy  of  the  Suaaary 
vent  to  the  CIA's  Office  of  Ceneral  Counsel  when  it  vas  prepared, 
and  adequate  procedures  should  hava  ensured  that  the  Suaaary  vas 
passed  on  to  the  DOJ  pursuant  to  its  earlier  requests." 

Hith  respect  to  the  CIA*s  Septeaber  4,  1992  letter,  David 

Holaes,  the  agency's  Deputy  Ceneral  Counsel,  adaittad  that  the 

answer  to  Question  8  vas  incoaplete,  and  that  the  CIA's  reviav  of 

the  appropriate  aaterials  vas  inadequate.   Although  Holaes 's 

subordinate,  ^^^^^^^^H  stated \  that  be  conducted  a  thorough 

review  of  all  the  aaterials  on  file,  his  testiaony  is  at  oddi  vith 

analyst  ^^H^J^^^^^B  and  Holaes.  ^^^H^Ltated 

that  whenVHH  called  her  to  ask  about  sources  on  the  subject  of 

whether  "BKL-Roae  knew,"  she  gave  hia  only  her  recollection  that 

there  were  public  sources,  and  said  she  would  have  to  check  her 

file  on  private  sources.  flH^^  S^ecalled  that  ^^^H  did  not 

pursue  the  aatter  with  her,  despite  her  past  involveaent  in  the 

Batter. 

Holaes  testified  that  B^^H  had  failed  to  consider  the 
12  January  1990  CIA  cable  before  drafting  the  response  to  Question 
8.  That  cable  reported! 


^^flm^HHJ^IIft "^"^  appeared  on  the  routing  list,  although 
he  denied  ever  seeing  the  Suaaary  until  the  Gonzalez  press  release 
on  Septeaber  14.  If  ^HHBdid  not  recieve  the  Sumaary  in  the 
nomal  course,  that  underscores  the  lack  of  adequate  procedures. 
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In  contrast,  ^^^^V  testified  that  he  reviewed  the  12 
January  1990  cable  in  preparation  of  his  response  to  the  Septenber 
1,  request.  ^^^^V  stated  that,  based  on  his  reading  of  the  letter 
and  his  conversations  with  Meltzer,  the  Septenber  1  request  sought 
"institutional  knowledge"  of  BNL-RoBe,  rather  than  the  Jcnowledge  of 
the  Bid-level  official  cited  in  th«  cable. 

Ho  satter  whos*  testiaony  i*  accurate,  it  is  clear  to  ae 
that  the  Septenber  4,  1992  letter  should  have  received  greater  care 
and  closer  scrutiny  by  everyone  involved.  Including  the  CIA  super- 
visors, Holaes  and  Jaaeson.  The  CIA  routinely  "dovnstreaaed"  OOJ 
inforaation  requests  to  paralegals  and  junior  staff  attorneys  for 
a  response,  and  this  process  B«y  account  for  the  erroneous  and 
inadequate  responses  subnitted  here.   Z  aa  pleased  to  have  been 
advised  that  Director  Gates  has  ordered  an  intensive  review  of  the 
CZA's  procedures  for  dealing  with  instances  such  as  the  BKL  case 
presented. 

B.  Were  Xisrepreseatatieas  Hade  To  The  Court  Xa  the 
•epteaber  1992  feateaeiag  Meaeraadoa  or  Vade*s 
TeetiaoBT 

Z  conclude,  based  on  ay  investigation  of  all  the  facts 

set  forth  above,  that  there  were  no  false  stateaents  aade  to  Judge 

Shoob  by  the  DOJ  and  the  USAO  in  their  Septeaber  11,  1992 

Sentencing  Neaorandua,  or  any  endeavor  to  obstruct  justice  by  those 

stateaents.   Zn  particular,  the  Sentencing  Hcaorandua  stated,  at 

page  34,  that  "no  credible  evidence  has  been  uncovered  that 

supports  [Orogoul's]  suspicion  that  other  officers  at  BKL  ...  }cnew 

of  his  illegal  activities." 
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Technically,  this  stateaent  was  correct.  All  the 
intelligence  inforaation  in  DOJ's  own  files  at  the  tiae  on  the 
subject  of  whether  "BKL-Rome  knew"  was  not  credible  in  the  view  of 
the  DOJ  and  the  USAO  because  it  had  been  discredited  by  the  USAO's 
investigation.  Further,  the  cables  consisted  of  hearsay 
statements  inadmissible  as  "evidence." 

However,  Z  find  such  technical  distinctions  to  be  less 

appropriate  than  in  this  case,  where  there  was  such  a  bright  focus 

on  whether  "BNL-Roae  knew."  Judge  "Shoob  had  raised  the  issue  at 

the  June  2  plea  hearing,  and  made  it  very  clear  that  the  issue 

would  be  addressed  at  the  sentencing  hearing.    The  Drogoul 

debrief ings  also  raised  the  question  as  to  BKL-Rome 's  complicity, 

as  did  various  press  articles.   Under  these  circumstances,  the 

Sentencing  Memorandum  should  have  candidly  stated  that  there  were 

intelligence  reports  in  the  DOJ*s  possession  that  suggested  that 

"BKL-Rome  knew."  If  the  DOJ  and  USAO  believed  that  those  reports 

were  based  on  speculation,  or  raised  inferences  that  had  already 

been  rebutted  by  their  investigation,  that  could  have  been  stated 

as  well. 

Brill,  McKenzie,  and  Chartash  stated  that  this  statement 
in  the  Sentencing  Kemorandua  was  drafted  by  Meltzer.  and  that  they 
relied  on  her  to  address  the  intelligence  inforaation  issue.  This 
is  a  curious  reliance,  since  by  this  tiae  McXenzie  and  Chartash  had 
reviewed  all  the  cables  on  at  least  one  occasion  (April  30,  1992), 
whereas  Meltzer,  a  relative  newcoaer  to  the  aatter,  had  not  seen 
any  cables.  Although  McKenzie  said  that  Meltzer  had  consulted  with 
"Justice"  during  the  preparation  of  this  Memorandum,  it  is  unclear 
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who  that  person  at  DOJ  was,  because  Clark  said  he  was  never  asked 
to  review  the  Memorandum. 

This  pervasive  reluctance  at  the  DOJ  and  the  USAO  to 
accept  responsibility  is  very  troubling.  All  of  these  people  had 
ready  access  to  the  pertinent  intelligence  infonaation,  and  someone 
on  the  prosecution  teas  should  have  conducted  a  careful  review 
before  a  statesent  on  the  issue  was  aade  to  the  Court.  Alterna- 
tively, Clark  should  have  been  consulted  and  included  in  such  a 
review.  Had  such  a  review  been  made,  Z  am  confident  that  it  would 
have  resulted  in  a  Sentencing  Neaorandua  that  set  a  higher  and  sore 
appropriate  standard. 

My  view  that  carelessnecs  was  prevalent  throughout  this 
Batter  is  reinforced  by  the  fact  that  when  Meltzer  reviewed  the 
September  4  letter,  she  iaaediateiy  questioned  the  CIA's  response 
to  Question  8,  even  without  reviewing  any  cables,  as  indicated  in 
her  September  4  E-Mail  to  Drgenson.  This  it  not  surprising, 
because  the  CIA's  answer  to  Question  •  appears  to  me  to  be  incom- 
plete on  its  face.  However,  there  is  no  record  that  anyone 
(including  Brin)cac,  who  was  assigned  the  task  by  Meltzer)  followed 
up  on  this  answer  before  the  Sentencing  Memorandum  was  filed.  If 
Meltzer  in  fact  relied  on  the  CIA's  answer  to  Question  8  in  draft- 
ing her  answer,  which  r  suspect  she  did,  then  she  was  clearly 
negligent. 

I  recognize  that  the  USAO  and  Meltzer  were  under  great 
time  pressure  to  prepare  for  the  sentencing  hearing,  and  had  many 
important  tasks  to  complete  other  than  to  deal  with  just  one  state- 
ment in  the  Sentencing  Memorandum.  Mueller  and  Urgenson  have  also 
described  how  occupied  they  were  on  other  matters,  -however,  time 
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pressures,  no  matter  how  severe,  cannot  excuse  statements  to  the 
Court  that  are  anything  less  than  full  and  complete.  Meltzer, 
HcKenzie,  Brill,  and  Chartash  oust  accept  principal  responsibility 
for  their  cavalier  performance,  but  Mueller  and  Urgenson  have  to 
share  the  blame  for  failing  to  provide  supervision. 

with  respect  to  Wade's  testinony  at  the  sentencing 
hearing  on  September  16  that  discusses  intelligence  information,  I 
conclude  that  his  answers  taken  as  a  whole  were  not  inaccurate  or 
misleading.   Nor  did  the  USAO  fail  to  excerise  its  responsibility 
to  ensure  accurate  testiaony.   Wade  incorrectly  stated  at  first 
that  all  the  intelligence  reports  he  reviewed  "confiraed"  the 
prosecution's  theory  that  BKL-RoMe  did  not  Jcnow  of  BHL-Atlanta ' s 
"off-booJc"  loans.   (Wade  Tr.  81.)   As  noted  above,  soae  of  the 
cables  that  Wade  reviewed  on  their  face  contradict,  rather  than 
confira  this  theory,  even  if  they  were  eventually  discredited 
against  the  background  of  the  Task  Force's  investigation.  However, 
after  the  Court  questioned  this  response.  Wade  then  asended  his 
testimony  by  noting  that  there  were  additional  cables  that  were 
inconsistent,  but  that  they  could  be  discounted  for  one  reason  or 
another.   (Wade  Tr.  82-83.)   Although  this  was  not  the  preferable 
method  of  providing  testimony,  it  does  not  rise  to  the  level  of  a 
misrepresentation  to  the  Court. 

C.    Was  The  telease  Of  The  feptesber  17  Letter,  Aad 

The  Withheldiag  Of  The  fepteaber  18  ftateaeat, 

Mieleedlncrt 

1  conclude  that  the  CIA's  September  17  letter,  from 
Holmes  to  Brill,  standing  alone,  was  incomplete  when  it  was 
released.   However,  Z  have  found  no  evidence  that  Mueller  and 
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Urgenson  intended  -to  mislead  the  Court  or  the  public,  cake  a  false 
stateoent,  or  obstruct  justice.  Rather,  the  clear  and  convincing 
evidence  shows  that  the  September  17  letter  was  an  ill-advised 
reaction  by  Mueller  and  Urgenson  to  allegations  of  a  DOJ  "cover 
up." 

I  also  conclude  that  the  Septeabcr  18  statement  was  not 
withheld  because  of  any  endeavor  to  conceal  or  obstruct  by  Mueller, 
and  that  the  OOJ  properly  concluded  that  the  Summary  and  the 
underlying  cables  should  be  provided  to  Judge  Shoob  for  his  review. 

I.     The  geptaaber  17  CIX  Letf  r 

When  the  September  17  letter  was  released,  the  CIA's 
answer  to  Question  8  was  incomplete*.  Question  I  asked  whether  the 
CIA  had  "any  information  that  BKL-Jtome  was  aware  of  the  illegal 
activities  engaged  in  by  BKL-Atlanta."  (Eaphais  added.)  rh»  CIA's 
answer  stated  only  that  the  CIA  bad  "publicly  available"  informa- 
tion on  that  subject,  and  said  nothing  aibout  the  private-source 
intelligence  information  in  the  CIA's  and  DOJ's  possession. 

That  private  source  infor«ation  included  the  three  cables 
underlying  the  CIA's  October  1991  SuBBsry,  all  of  which  suggested 
on  their  face  that  BNL-Rome  )cnew  of  BKL-Atlanta's  unauthorized 
loans  to  Iraq.  It  also  included  the  12  January  1990  cable 
^^l^m^Hm^l^l^m^lH^^  ah  information 
should  have  been  included  in  the  answer  to  Question  8  to  make  it 
fully  complete] 

Even  though  the  September  17  letter  vas  incomplete  when 
it  was  released,  I  find  there  is  clear  and  convincing  evidence  that 
there  was  no  intention  to  mislead  the  Court  or  the  public,  make  a 
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false  stateaent,  or  obstruct  justice.   Mueller  and  Urgenson  had 

decided  that  the  Septeaber  17  letter  would  be  accompanied  by  a  full 

explanation  fron  the  CIA  about  the  Sumaary  and  the  cables,  and  that 

all  these  docunents  would  be  presented  to  Judge  Shoob  for  his 

review.  Even  though  the  full  CIA  •xplanation  never  aateriallzed, 

for  reasons  discussed  below,  the  fact  that  the  Suaaary  and  the 

underlying  cables  were  presented  to  Judge  Shoob  within  a  few  days 

demonstrates  clearly  and  convincingly  an  intent  to  disclose  fully 

all  infonaation,  and  effectively  rebuts  any  suggestion  that  there 

was  some  effort  to  conceal. 

It  is  true  that  Mueller  and  Urgenson  did  not  disclose  the 

12  January  1990  CIA  cable,  even  though  that  CAble  had  been  in  the 

DOJ's  possession  since  October  3,  1990,  and  had  even  been  the 

s\ibject  of  a  note  by  Orgenson  on  that  dat«.   However,  I  have 

searched  hard  for  sose  indication  that  Urgenson  and  Hueller  wera 

aware  of  that  cable  in  sid-Septsaber  1993,  but  have  found  nothing 

to  support  such  awareness.  As  Astonishing  as  it  Bsy  seen,  both  of 

these  career  prosecutors,  vho  had  many  years  of  experience,  failed 

to  go  back  to  the  files  theaselves  to  review  all  the  cables,  and 

never  directed  anyone  else  to  conduct  such  a  review,  before  seeking 

the  release  of  the  Septeaber  17  letter.  Vhile  this  was  certainly 

negligent  under  the  circuastances,  it  does  not  suggest  any  inttnt 

to  conceal  or  deceive. 

It  is  of  interest  to  inquire  into  whether  Mueller  and 
Urgenson  had  sone  wrongful  active  to  conceal  inforaation  that  "BKL- 
Rome  knew,"  as  Representative  Gonzalez  has  suggested.  Mueller  and 
Urgenson  have  both  explained  that  their  purpose  in  seeking  a 
declassified  version  of  the  September  4  letter  was  to  correct  the 
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public  Bxsperception  that  the  DOJ  had  been  "covering  up"  the  infor- 
mation in  the  CIA  SuBoary.   In  other  words,  Mueller  and  Urgenson 
were  not  seeking  the  release  of  the  Septeaber  17  letter  to  support 
the  USAO's  theory  that  Drogoul  acted  alone.   Rather,  they  were 
seeking  release  of  the  letter  to  establish  that  the  CIA  did  not 
tell  the  DOJ  about  the  inforaation  that  Representative  Gonzalez 
said  was  in  the  Susnary.**  This  was  clearly  ill-advised,  because 
they  should  not  have  been  seeking  to  rely  on  any  stateatnt  in  this 
case  that  could  be  deeaed  incoapleta.  But  it  does  show  clearly  and 
.  convincingly  that  Mueller's  and  Urgenson's  intention  was  not  to 
proBott  the  incoaplettt  answer  to  Question  8  In  the  September  17 
letter. 

More  fundaaentelly,  it  is  difficult  for  ae  to  see  any 
reason  why  Mueller  end  Urgenson  *' vould  intentionally  seek  the 
release  of  an  incoaplete  answer  to  Question  t.  Z  have  found  no 
fvidence  that  their  superiors  at  the  DOJ,  or  any  other  senior 
officers  in  the  Executive  Branch,  tried  to  influence  iaiproperly 
Mueller  and  Urgenson  in  the  BKL  Batter.  In  fact,  I  have  found, 
after  extensive  investigation,  that  the  DOJ  end  DSAO  prosecutors 
acted  independently  throughout. 

Nor  have  I  found  any  reason  why  Mueller  and  Urgenson 
vould  be  concerned  es  to  vhether  the  answer  to  Question  8  referred 
to  "publicly  available"  intelligence  inforaation  or  private  source 
information.  Indeed,  they  had  reached  the  conclusion,  after 
studying  the  Suaaary  and  the  underlying  cables,  that  the  private 


*^he  first  paragraph  of  the  Septeaber  17  letter  is  drafted  to 
suggest  that  it  is  not  conveying  any  new  information,  but  rather  is 
only  confiraing  that  the  CIA  had  given  the  DOJ  certain  inforaation 
in  the  past.  .«. 
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source  infonnation  in  the  cables  was  probably  favorable  to  the 
prosecution.  The  cables  provided  no  real  support  for  the 
allegation  that  "BNL-Rome  knew,"  and  strongly  suggested  that  the 
Analytical  Comnent  B  in  the  Suonary  was  sinply  wrong  if  it  was  read 
to  mean  that  "BNL-Rome  knew."  Why  then  would  they  have  any  incen- 
tive to  conceal  this  information?  Their  incentive  was  just  the 
opposite:  they  would  want  to  show  tverything  to  Judge  Shoob  in 
order  to  rebut  Representative  Gonzalez's  allegation  that  the  CIA 
Sujnaary  was  significant  evidence 'that  "BNL-Rone  knew." 

There  have  been  allegations  that  Drgenson  at  DOJ  gave 
"strong  advice"  to  Jaaeson  at  the  CIA  not  to  change  the  answer  to 
Question  8.  Urgenson  denied  that  he  gave  Ja»eson  such  fir»  advice, 
and  said  that  h«  had  only  told  Ja»eson  that  any  change  would 
require  a  full  explanation.  Drgenion  also  said  that  he  was  afraid 
that  any  changes  to  the  answers  after-the-fact  might  inspire 
further  charges  of  a  covcr-xip. 

rven  if  Urgenson  did  give  "strong  advice"  not  to  change 
the  letter  without  an  explanation,  I  find  by  clear  and  convincing 
evidence  that  his  intent  was  not  to  mislead  or  conceal  on  the  issue 
of  whether  "BKL-Ro»e  knew,"  but  rather  to  obtain  a  declassified 
version  of  the  information  he  had  received  in  the  past,  in  order  to 
rebut  charges  that  DOJ  had  known  about  and  covered  up  the  Suaaary. 
In  any  event,  Urgenson 's  advice  did  not  sway  Holaes  and 
Jameson.  They  testified  that  they  did  not  view  Urgenson's  advice 
to  be  an  effort  to  influence  them  improperly,  and  they  decided  to 
release  the  letter  on  their  own,  without  regard  to  Urgenson's 
comments.   Holaes  also  testified  that  he  and  Jaaeson  did  not 
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believe  at  the  time  that  the  Septeober  17  letter  was  inaccurate  or 
misleading. 

I  must  emphasize  that  I  do  not  in  any  way  countenance  the 
cavalier  manner  in  which  the  DOJ  sought  to  have  this  September  17 
letter  released.  No  one  in  the  DOJ  engaged  in  the  very  basic  task 
of  determining  whether  the  answer  to  Question  8  was  complete. 
Rather,  Mueller  and  Orgenson  ignored  the  12  January  1990  cable  in 
their  files  and  the  substance  of  the  CIA's  answer  to  Question  8, 
thinking  that  it  was  secondary  to  their  public  relations  effort  to 
shift  the  blaae  to  the  CIA.  Such  conduct  is  unacceptable. 

2.     Tlie  •eptember  H  Jtsteaeat 

Mueller's  decision  not  to  relets*  the  CIA*s  Septeaber  18 
letter  is  legitiaate  given  his  xisasons  for  belittvin?  that  the 
statement  could  have  been  Bislsadln^,  and  Holies 's  ac)aiovledgeaent 
that  the  stateaent  did  not  satisfy  the  purpose  for  vhlch  it  vas 
drafted.  I  find  by  clear  and  convincing  evidenca  that  there  vas  no 
intent  to  obstruct  justice  or  sake  false  stateaents  her*. 

Specifically,  Mueller  testified  that  he  vas  uncomfortable 
vith  the  vords  in  the  CIA  Septeaber  18  stateaant  that  "neither  the 
[CIA]  suaaary  nor  the  [underlying  cables]  perait  the  definitive 
conclusion  that  BNL-Roae  vas  avare  that  BKL-Atlanta  vas  engaged  in 
illegal  activities."  That  language  suggested  to  Mueller  that  these 
docuaents  perait  soae  conclusion  —  although  not  a  "definitive"  one 
—  to  be  drawn  along  those  lines,  vhen  in  fact  the  cables  underly- 
ing the  CIA  Suaaary  do  not  perait  such  a  conclusion.  This  vas  a 
legitiaate  concern  under  the  circuastances. 
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Holaes-alro  testified  that  the  Septeaber  18  stateaent  had 
been  nodified  by  the  CIA  to  the  point  where  it  no  longer  addressed 
its  original  purpose,  which  was  to  respond  to  Representative 
Gonzalez's  September  14  press  release  by  providing  a  full  explana- 
tion of  the  CIA  Sunaary  and  the  underlying  cables.  Rather,  it 
amounted  to  an  effort  by  the  CIA  to  retreat  from  its  answer  to 
Question  8  in  its  SepteB±>er  4  letter,  without  fully  explaining  why. 
Because  Mueller  was  expecting  an  entirely  different  statement  froa 
the  CIA,  it  was  reasonable  for  hln  to  reject  the  docuaent  sent  to 
hia  on  Septeaber  18. 

Regardless  of  these  points,  the  critical  fact  is  that 
when  Mueller  decided  not  to  release  the  Septeaber  18  stateaent,  he 
decided  on  that  saae  day  to  offer  the  SuasAiy  and  the  underlying 
cables  to  Judge  Shoob  in  caaera.  ta"- ensure  that  the  Court  was  aware 
of  these  docuaents,  end  to  let  hia  draw  whatever  inferences  he 
thought  were  appropriate.  Be  also  advised  Urgenson  to  Beet  vith 
the  CIA  on  Monday,  Septeaber  21,  to  try  to  get  a  full  explanation 
orally  for  the  Suaaary  and  the  underlying  cables,  end  also  to 
ensure  that  these  docuaents  could  be  given  proaptly  to  Judge  Shoob. 
I  find  clear  and  convincing  evidence  that  Mueller  fully  intended  to 
disclose  all  inforaation,  and  that  he  lac)ced  the  intent  to  aislead 
or  obstruct. 

D.    The  DIA's  Septeaber  17  Letter 

Although  the  DIA's  Septeaber  17  letter  has  received  less 
attention,  I  must  point  out  that  it  was  also  inconplete.  As  noted 
above,  the  DIA  had  produced  one  cable  dated  12  September  1989 
indicating  that  BKL-Rone  aay  have  )cnown  about  BNL-Atlanta's 
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activities.  But  that  cable  was  not  aentioned  in  the  DIA's 
September  17  letter,  because  Berry  carefully  limited  its  scope  to 
information  gathered  since  September  1989,  and  "carved  out"  all 
information  prior  to  that  time  As  I  •  noted  earlier,  such 
"wordsnithing"  is  clearly  unacceptable,  and  should  be  viewed 
unfavorably.  However,  I  found  no  evidence  suggesting  that  the 
DIA's  letter  was  produced  this  way  at  the  request  of  anyone  at  the 
DOJ,  or  that  this  letter  was  aver  released  to  the  Court  or  the 
public.  Thus,  I  conclude  there  was  no  evidence  of  an  endeavor  by 
DOJ  to  mislead  or  obstruct  justice. 

I.       trill 'ff  gtptta^r  2i  tuftat 

Th«  public  stat*B«nt  by  Brill  on  S«pt«Bb«r  21  has  also 
received  littl*  notice.  Z  covar  it  h«r«  siaply  to  b«  as  thorough 
as  possible  in  addressing  all  DOJ  activity  that  Bight  b€  ques- 
tionned.  Z  find  by  clear  and  convincing  •vid«nc«  that  this 
stat«»«nt  was  not  intentionally  falsa  or  mislsading,  or  an  endeavor 
to  obstruct  justice.  By  this  tise,  Brill  had  studied  the  Suajury 
and  the  underlying  cables,  and  had  determined  that,  for  several 
reasons,  the  cablas  did  not  support  the  allegation  that  BKL-Roae 
toew.  Her  statsaent  was  therefore  fully  supported. 
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Based  on  all  the  foregoing,  I  conclude  that: 

1.  There  is  no  evidence  that  the  EX^J  withheld  any 
intelligence  inforaation  from  the  USAO.  However,  there  is  evidence 
of  inadequate  procedures  and  a  careless  approach  to  intelligence 
infomation  that  nust  be  corrected. 

2.  The  stateaent  in  the  S«pteab«r  11,  1992  Sentencing 
Meoorandua  is  not  incorrect  or  nlsleading.  However,  its  method  of 
preparation  reflected  a  lac)c  of  dua  cara. 

3.  Tha  Saptaabar  17  CIA  latter  vas  incoaplata,  but  I 
find  that  thara  is  claar  and  convincing  avidanca  that  Kuallar  and 
Urganson  lackad  tha  intent  to  conceal  or  aislaad.  Thara  is  also 
claar  and  convincing  avidanca  that  tha  Saptaabar  It  CIA  stataaent 
vas  not  withheld  for  any  iapropar  raason. 

4.  Tha  DIA's  Saptaabar  17  latter  and  tha  Brill 
September  21  stataaant  do  not  give  rise  to  any  claia  of  wrongdoing 
by  any  DOJ  official. 
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Anatomy  of  a  Coverup 


Washington 
Lei  mc  take  you  behind  ihe  scenes 
in  the  exposure  of  a  scandal,  as  the 
irresistible  forces  of  inquiry  slam 
inio  the  immovable  stone  wall  of 
coverup. 

In  Iraqgate,  the  Bush  Administra- 
tion arranged  for  billions  in  unlawful 
financing  of  Saddam  Hussein  through 
the  Atlanta  office  of  Italy's  Banca 
Lavoro.  To  avert  embarrassment  af- 
ter Saddam's  double<rQss,  our  Jus- 
tice Department  conspired  with  Italy 
to  obstruct  the  investigation  of  Sad- 
dam'^ bankers  and  Bush's  top  aides. 
Tms  week,  the  forces  of  Inquiry  got 
a  biijle  to  work  from:  "Spider's  Web: 
The  Secret  History  of  How  the  White 
House  Illegally  Armed  Iraq."  Alan 
Friedman  —  whose  reports  in  The 
Financial    Times    and    on    ABC's 


Probers  vs. 
stonewallers. 


"Nightline"  have  helped  move  the 
revelations  along  —  brings  together 
the  story  that  most  media  have  shied 
away  from  because  corruption's 
great  friend  is  complexity. 

In  Congress,  the  relentless  Inspec- 
tor Javert  of  Iraqgate  —  House  Bank- 
ing chairman  Henry  Gonzalei  —  will 
lake  testimony  from  the  convicted 
Atlanta  branch  manager  who  is  the 
designated  fall  guy  for  higher-ups  in 
Rome  and  Washington. 

Also  subpoenaed  is  Rinaldo  Petrl- 
gnani  of  Rogers  &  Wells,  who  as 
Italian  Ambassador  made  the  ap- 
proach to  Bush's  Attorney  General 
for  the  "damage  control"  that  Dick 
Thornburgh  denies  ordering.  But  my 
friend  Rinaldo,  who  was  only  doing 
his  country's  bidding,  is  also  being 
sought  by  Italian  authorities  on  a 
bribery  charge  and  may  be  too  busy 
to  finger  American  culprits. 

That's  what  revelation  has  going 
for  It  this  week.  But  the  forces  of 
Inquiry  can  do  little  without  a  court- 
appointed  independent  counsel,  which 
calls  for  passage  of  a  new  law. 

On  the  side  of  stonewalling  is  a 
group  of  Republican  senators  led  by 
John  McCain,  protected  by  Bob  Dole, 
who  want  to  delay  a  floor  vote  on  the 
independent  counsel  bill.  They  have 
high-sounding  excuses,  but  the  real 
reason  is  to  drag  a  foot  until  the  1989 
crimes  of  Iraqgate  come  under  the 
statute  of  limitations.  Despite  no 
agreement  from  Republicans  not  to 


filibuster,  George  Mitchell.  Mk  ma- 
jority leader,  assures  me:  "I  will 
bring  up  the  bill  for  a  vole  befiire  the 
Thanksgiving  recess."  We'll  soe. 

Behind  that  stone  wall  Is  another 
stone  wall:  Attorney  General  Janet 
Reno.  When  asked  if  she  would  seek  a 
special  prosecutor  from  the;  cnurt  if 
the  law  passed,  she  tells  me  "I  have 
no  conflict  of  interest  on  I  raqgpte."  In 
other  words,  she  will  profess  ••  be  a 
Democrat  investigating  a  Rc|Mblican 
Administration's  'crimes.  mkI  will 
refuse  to  honor  Bill  Clintoa''s promise 
of  independent  counsel. 

Her  protestation  of  no-caafGct  is  a 
charade:  the  former  Crtmiaal  Divi- 
sion chief  who  stands  to  be  iovestigat- 
ed  in  the  Banca  Lavoro  damage  con- 
trol Is  Ed  Dennis,  the  whitewasher 
chosen  by  Reho's  deputy  to  find  "no 
blame"  in  her  Waco  blunder.  It's  all 
one  cozy,  self-protecting  establish- 
ment; but  when  asked  if  Justice's 
Criminal  Division  can  investigate  it- 
self, Reno  replies  blithely.  "It's  my 
Criminal  Division  now." 

Do  not  lose  heart;  persistence 
pays.  Last  February,  revelations  in 
The  New  York  Times  forced  the  Sen- 
ate Intelligence  committee  into  re- 
porting that  C.I.A.  told  Justice  about 
Rome's  corrupt  involvement, 
following  which  everybody  lied.  But 
that  staff  report  was  fuzzy;  I  sub- 
mitted 28  groups  of  questions 
following  leads  in  it. 

Example:  the  report  read  "the 
chief  prosecutor  and  chief  investiga- 
tor on  the  case  were  part  of  a  Justice 
delegation  which  met  with  the  Italian 
ambassador ..."  I  asked:  "Who  were 
these  two  Americans?  Who  arranged 
this  meeting  and  where  was  it?  Were 
minutes  kept?  Was  this  the  same 
Italian  ambassador  |Petrignani]  who 
saw  Attorney  General  Thornburgh  at 
a  White  House  reception?  Did  Senate 
staff  ask  why  a  memo  was  prepared 
by  the  chief  of  the  Criminal  Division 
(Dennis)  for  the  AG  three  days  be- 
fore the  approach  at  the  White 
House?" 

Committee  staffers,  who  did  not 
want  to  admit  they  failed  to  ask  the 
right  questions,  stonewalled.  But  re- 
cently I  sat  next  to  the  co-chairman  at 
a  dinner  and  lot  the  staff  found  time 
to  answer  my  questions  seriatim.  (In 
the  example  given,  the  Americans 
were  Justice's  Gail  McKenzie  and* 
Agriculture's  Art  Wade,  and  no,  the 
hurried  committee  staff  did  not  think 
to  ask  the  follow-ups.) 

That's  how  the  battle  between  re- 
veaters  and  resisters  goes  on.  Justice 
will  prevail  when  somebody  in  Jus- 
tice goes  to  jail.  Q 


r\/ew  York   Tl^€i 
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The  President  Was  Very,  Very  Mad 


By  Alan  Friedman 

The  full  irulh  has  not  yd 
been  (old  about  how  the 
White  House  illegally 
armed  Iraq  during  the 
Reagan  Administra- 
tion and  then  engaged 
In  a  wide-ranging  cover-up  that  per- 
sonally involved  President  George 
Bush  and  his  national  security  advis- 
er. Brent  ScowcrofL 

Getting  that  truth  out  may  seem 
^politically  awkward  for  the  Clinton 
Administration  at  a  time  when  It 
needs  to  work  with  Republicans  on 
Issues  like  health  care  reform  and 
free  trade.  But  information  about  to 
be  made  public  should  prove  that  a 
serious  Invesiigalion  —  by  the  Justice 
Department  or,  preferably,  a  special 
prosecutor  —  is  urgently  needed. 

Until  now  the  scandal  known  as 
Iraqgate  has  revolved  mainly  around 
the  court  case  of  a  kiwly  bank  man- 
ager in  Atlanta  who  provided  iS  bil- 
lion in  loans  to  Iraq  that  fueled  Sad- 
dam Hussein's  nuclear  and  chemical 
weapons  projects.  That  manager, 
Christopher  Drogoul  of  the  Atlanta 
branch  of  the  Banca  Narionale  del 
Lavoro  of  Italy,  has  spent  the  last 
year  and  a  half  without  bail  in  a 
Federal  penitentiary  in  Atlanta;  he  is 
scheduled  to  appear  for  the  Tirst  time 
on  Tuesday  before  the  House  Banking 
Committee,  where  he  Is  likely  to  tes- 
tify that  his  superiors  In  Rome  and 
U.S.  officials  knew  what  he  was  doing. 
Yet  there  was  far  more  to  America's 
dangenxis  embrace  of  Mr.  Hussein 
than  the  Lavoro  loans. 

I  have  been  investigating  the  flow  of 
arms  to  Iraq  since  1989,  when  1  was 
first  told  of  C.I>.  involvement  In  the 
Lavoro  money  machine  by  a  senior 
executive  at  the  bank's  Rome  head- 
quarters. Now,  after  four  years  of 
investigation,  hundreds  of  interviews 
and  the  accumulation  of  thousands  of 
pages  of  Government  and  banking 
documents  from  the  U.S.,  Italy  and 
Britain,  it  is  clear  that  a  far  more 
serious  abuse  of  power,  including  vio- 
lations of  law.  occurred  at  the  White 
House.  Here  are  some  of  my  findings: 

•  Off'thebooks  arms  transfers  to 
Iraq  were  kept  from  Congress  from 
1982  to  1987,  in  violation  of  the  law. 

•  President  Ronald  Reagan  person- 
ally asked  the  Italian  Prime  Minister 
in  1985  to  help  arm  Iraq. 

•  The  C.I.A.  knew  of  and  was  in- 
volved in  the  flow  of  money  through 
the  Lavoro  bank  to  Iraqi  arms  procur- 
ers, despite  its  statutory  obligation  to 
notify  U.S.  law-enforcement  agencies 
of  such  activities. 


•  DespHe  the  Bust)  Administra- 
tion's flat  denials,  James  Baker's 
State  Department  approved  of  U.S. 
exports  that  helped  Iraqi  efforts  to 
develop  nuclear  weapons. 

•  Former  White  House  officials  say. 
and  notes  of  their  meetings  confirm, 
that  in  1991  Mr.  Bush  and  Mr.  Scow- 
croft  joined  in  a  prolonged  and  unusu- 
ally aggressive  effort  to  withhold  doc- 
uments from  Congress. 

It  is  already  known  that  during  the 
long  war  between  Iran  and  Iraq  in  the 
1980's,  Washington  tilted  toward  Mr. 
Hussein  to  staunch  Iran's  Islamic  fun- 
damentalism. But  the  American  peo- 
ple, while  suspecting  that  "we  armed 
Iraq,"  have  never  known  the  breadth 
and  depth  of  the  illicit  manner  in 
which  the  Reagan  and  Bush  Adminis- 
trations helped  create  Saddam  Hus- 
sein's war  machine  and  bring  on  the 
trauma  of  the  1991  Persian  Gulf  war. 

What  has  never  been  made  public  is 
that  officials  at  the  Reagan  White 
House,  working  with  the  C.I.A.  Direc- 
tor, William  Casey,  broke  the  law  re- 
quiring that  Congressional  intelli- 
gence committees  be  notified  of  clan- 
destine operations.  They  did  this  by 
directing  the  transfer  of  U.S.  arms  to 
Iraq  in  operations  that  were  carried 
out  by  covert  agents  outside  the  Gov- 
ernment, thus  also  evading  arms-ex- 
port control  legislation. 

Howard  Teicher,  a  former  member 
of  the  National  Security  Council  staff, 
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Reagan  and  Bush 
armed  Iraq,  then 
tried  to  cover  up. 


told  me  he  learned  of  this  "dirty  poli- 
cy" while  serving  at  the  Reagan 
White  House.  He  recalled  that  offi- 
cials would  pick  up  the  phone  and 
"clear"  the  deployment  of  planeloads 
of  ammunition,  spare  parts,  electron- 
ics and  computers  to  Iraq. 

Although  the  law  required  not  only 
the  notification  of  Congress  but  also 
an  explicit  Presidential  finding  that 
such  a  covert  operation  was  in  the 
interest  of  national  security,  Mr. 
Teicher  said  It  was  all  done  "off  the 
books"  —  and  with  great  regularity. 
"Yes,  they  were  illegal,"  he  said  of  the 
transfers.  The  public  may  have 
thought  that  the  Iran<onira  affair 
was  something  unique,  he  went  on,  but 
"it  wasn't;  it  was  just  the  one  that 
went  public." 


Among  those  who  knew  about  the 
operations,  Mr.  Teicher  said,  were 
William  Clark,  Mr.  Reagan's  second 
national  security  adviser,  and  Mr. 
Bush,  then  Vice  PiesidenL  Mr.  Clark 
told  me  he  had  "no  recollection"  of 
any  involvement;  Mr.  Bush  declined 
to  speak  with  me  for  the  book. 

So  convinced  were  White  House  of- 
ficials that  they  knew  what  was  best, 
regardless  of  the  law.  that  some  clan- 
destine shipments  were  even  sent  to 
Iraq  straight  from  NATO  weapons 
stockpiles,  including  the  U.S.  base  at 
the  Rhein-Main  airport  in  Frankfurt. 
The  Reagan  and  Bush  Administra- 
tions  did   not   work   alone   as    they 
sought  to  build  up  Iraq's  military  in 
the  I980's.  The  British  played  their 
part,  with  the  knowledge  of  10  Down- 
ing Street  So  did  the  Italians.  Last 
spring  I  spoke  with  Ciulio  Andreoiti. 
the  former  Italian  Prime  Minister  He 
confirmed  in  a  taped  interview  what 
two  other  eyewitness  participants  had 
told   me  about  a  March   1985  Oval 
Office  meeting  between  Mr.  AndreottI 
(then     Foreign     Minister).     Bettino 
Craxi  (then  Prime  Minister)  and  Mr 
Reagan.  I  asked  Mr.  Andreoiti  if  Mr 
Reagan  had  sought  help  from  Rome  in 
arming  Iraq.  "Yes."  he  replied,  "that 
Is  true" 

The  Italian  Government  then  ap- 
proved the  sale  of  land  mines  that 
went  by  a  circuitous  route  to  Iraq, 
with  help  from  the  Lavoro  bank's  Sin- 
gapore branch.  But  it  was  the  Atlanta 
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branch  Ihal  really  opened  Ihc  Tlnan- 
clal  floodgates  at(cr  1985.  The  suppos- 
edly secret  Ailanla  loans,  which  ihc 
Bush  Adminisiralion  claimed  were 
masiermindcd  by  Ihc  branch  man- 
ager. Mr.  Drogoul.  nol  only  helped 
Iraq  in  ils  efforls  lo  make  missiles 
Ihal  could  carry  nuclear  weapons;  ii 
even  helped  enhance  Scud  missiles. 

A  US.  Inlclligence  officer  Involved 
In  monitoring  the  arms  irade  told  me: 
"B.N.L.'s  work  with  the  Iraqis  was 
known  about  for  a  long  time.  The 
C.I  A.  knew  about  il,  and  so  did  the 
Defense  Intelligence  Agency." 

Then  there  is  the  Jordanian  connec- 
tion. King  Hussein.  I  learned  through 
interviews  with  U.S.  intelligence  offi- 
cers and  former  diplomats,  served  as 
a  channel  for  covert  U.S.  arms  trans- 
fers 10  Iraq.  And  his  friend  Wafai 
Dajani  was  a  key  Jordanian  middle- 
man among  Baghdad,  the  Lavoro 
bank  in  Atlanta  and  the  U.S.  Govern- 
ment Mr.  Dajani  denies  having 
worked  with  the  C.I  A.,  but  Mr. 
Teicher  said  Mr.  Dajani  performed 
services  for  the  CIA.  He  ended  up  as 
an  unindicted  co-conspirator  in  the 
Lavoro  case  after  aides  to  Mr  Baker 
told  the  Justice  Department  in  Febru- 
ary 1991  that  indicting  him  could  dam- 
age U.S.  relations  with  Jordan. 

As  for  Mr.  Drogoul.  who  has  recent- 
ly agreed  to  a  plea  bargain  in  the 
Lavoro  case,  he  should  be  asked  in 
Congress  about  a  dinner  with  US.  and 
Iraqi  officials  at  a  restaurant  In 
Washington  just  before  the  1988  Presi- 
dential election.  There,  he  told  me  in  a 
prison  interview,  he  heard  U.S.  offi- 
cials urge  the  Iraqis  to  sign  up  for 
more  US-backed  loans  because  if  Mi- 
chael Dukakis  were  lo  defeat  George 
Bush,  "the  Democrats  will  cut  you 
off." 

After  Mr.  Bush  took  office,  he 
turned  the  previous  lilt  lo  Baghdad 
into  a  bear  hug,  approving  a  secret 
National  Security  Directive  (N.S.D. 
26)  in  October  1989  that  stepped  up 
military  and  financial  aid  to  Saddam 
Hussein  even  ihough  the  Iran-Iraq 
war  had  ended  more  than  a  year 
before.  Mr.  Baker  nonetheless  rushed 
10  implement  the  secret  policy  by 
brushing  aside  repeated  warnings 
that  Mr.  Hussein  was  using  US  loan 
guarantees  in  violation  of  the  law. 


Documents  show  thai  the 
k    Secretary  of  Slate  not 
k  only  pushed  through  a 
I  further    tl    billion    in 
'  credits  and  kowtowed 
lo  Mr   Hussein  in  the 
process,  his  State  E)eparimcnt  also 
approved   exporting   US.   equipment 
and  technology  lo  Iraq  even  though  it 
was  clearly  suggested  in  a  November 
1989  memo  that  the  goods  were  likely 
111  go  into  Mr  Hussein's  nuclear  weap- 
ons project    (The  State  Department 
wished  away  this  obvious  danger  by 
recommending  that  each  export   li- 
cense carry  the  words  "no  nuclear 
use"  —  as  if  ihe  U.S.  could  control 
what  was  done  with  the  equipment.) 
In  early   1990  —  just   II    months 
before  the  United  Stales  went  to  war 
with  Iraq,  partly  for  the  staled  pur- 
pose  of    stopping    Saddam    Hussein 
from  building  atom  bombs  —  a  Baker 
aide  drafted  a  leller  to  the  Commerce 
Department  to  suggest  that  such  con- 
cerns were  nol  all  that  serious.  The 
leller,  prepared  for  Under  Secretary 
Robert  Kimmiit.  cited  "explicit  Presi- 
dential authority"  to  improve  trade 
with  Iraq.  And  it  said  the  Govern- 
ment's scrutiny  of  exports  thai  could 
iKilslcr  Baghdad's  nuclear  ambitions 
"needs  to  be  balanced  by  uihcr  con- 
siderations, including  our  duty  to  sup- 
port U.S.  exporters  who  can  right  our 
trade  imbalance  with   Iraq  and  the 
broader  needs  of  the  overall  relation- 
ship.'" One  wonders  how  the  American 
people  would  have  felt  during  Opera- 
lion  Desert  Storm  if  they  had  known  . 
about  Ihal  altitude  then. 


After  Ihc  war.  Congressional  inves- 
tigators started  looking  into  allega- 
tions of  improprieties  in  prewar  deal- 
ings with  Baghdad.  The  Bush  Admin- 
istration first  tried  to  hang  il  all  on 
Mr.  Drogoul  in  Atlanta,  and  then  aides 
10  the  President  tried  to  thwart  Con- 
gress. Starting  on  April  8,  1991.  Mr 
Scowcroft's  legal  adviser.  Nicholas 
Rosiow.  joined  the  White  House  coun- 
sel, Boyden  Gray,  and  lawyers  from 
the  C.I.A.,  Ihc  Slate  and  Commerce 
Departments  and  other  agencies  in  a 
series  of  meetings  ihai  devised  ways 
to  withhold  Iraq-related  documents 
from  Congress  for  many  months. 

The  mechanisms  they  decided  upon 
marked  one  of  the  most  robust  asser- 
tions of  White  House  prerogatives 
since  the  days  of  Richard  Nixon.  Even 
the  language  used  by  participants  was 
reminiscent:  a  Slate  Department  offi- 
cial who  attended  the  sessions  re- 
called a  "bunker  mentality."  A  While 
House  aide  who  took  pan  in  the  meet- 
ings said  there  was  a  high  level  of 
discomfort  about  the  process.  "People 
were  already  suggesting  a  cover-up," 
he  said.  "Everybody  was  nervous." 
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-,  Gray  suggested 
bringing  in  Cabi- 
net officials  "to 
see  the  President" 
10  discuss  specific 
requests  for  docu- 
ments from  Congress  He  told  me  that 
he  didn't  consider  the  process  a  tovcr- 
up  and  that  he  could  remember  Mr. 
Bush's  becoming  "involved  personal- 
ly "  in  only  one  decision  But  three 
other  pariicipanis  at  the  spring  1991 
meetings  said  the  President  and  Mr. 
Scowcrofl  had  been  the  driving  forces 
behind  Ihe  efforts  to  slop  Congress 
^from  getting  the  documents.  Hand- 
written notes  from  the  meetings  bear , 
this  out.  "Protect,""  read  one  of  the 
minutes.  ""Prcs  has  decided  to" 
Those  lines  were  then  crossed  out  and 
replaced  with  the  notation  "B.S.  has 
decided  to  review  EP"";  Brent  Scow- 
croft  has  decided  to  review  executive 
privilege.  Other  notes  describe  con- 
versations between  Mr.  Scowcrofl 
and  Mr.  Bush  about  specific  docu- 
ments ihat  were  being  withheld  They 
report  that  the  President  was  "very 
very  mad."' 

Last  year,  when  a  Federal  judge  in 
Atlanta  and  the  House  Judiciary  Com- 
mittee demanded  an  investigation  of 
Ihe  suspected  abuse  of  tax-tinancc-d 
programs  and  US.  export  laws,  and  of 
attempts  by  the  Bush  Adminisiralion 
to  obstruct  justice  and  Congress.  Ihcy  \ 
were  given  the  cold  shoulder.  As  can-  j 
didaies.  Bill  Clinlon  pledged  to  gel  toj 
the  bouom  of  Iraqgaie  and  Al  Gore| 
termed   the  whole  business  "worse  | 
than  Watergate"  This  year  Attorney: 
General  Janet  Reno  promised  lo  look 
beyond  the  Lavoro  case  to  determine 
if  other  wrongdoing  occurred  Indeed, 
the  first  indictments  of  US.  compa- 
nies that  helped  to  arm  Iraq  are  said 
to  be  in  Ihe  pipeline  already. 

There  is  a  tendency  to  shrug  off 
Government  malfeasance  on  ihc 
ground  that  we  are  so  inured  lo  such 
behavior  that  il  almost  doesn't  mat- 
ter. Yet  the  story  of  Iraqgaie  goes 
well  beyond  policy  blunders;  it  is  a 
story  of  flagrant  disregard  for  the  law 
at  the  highest  levels  of  Government 
No  matter  how  awkward  it  may  be. 
the  Clinton  Administration  needs  lo 
live  up  to  its  promises  and  broaden  us 
investigation.  The  rule  of  law  is  nol  an 
exi)cndablc  principle.  D 
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WILLIAM  SAFIRE 


Is  the  Fix  In? 


Washington 

George  Bush  privately  assured  Bill 
Ctinion  ihai  he  would  not  cridcUe  the 
new  President  during  the  first  year  ot 
his  term.  I  cannot  attribute  that  to 
any  source,  but  trust  me.  And  Mr. 
Bush  has  kept  his  word. 

In  what  may  be  an  unspoken  quid 
pro  quo.  the  Clinton  Adminisiraiioa 
has  moved  to  quash  any  revelaiiorts 
about  Bush's  Iraqgate  scandaL 

You  remember  Iraqgate:  the 
While  House  corruption  of  Agricul- 
ture's loan  guarantee  program  to  slip 
foreign  aid  billions  through  an  Italian 
bank  to  Saddam  Hussein,  which  he 
used  to  finance  h.s  secret  nuclear 
buildup.  The  Bush  Justice  Depart- 
ment sought  to  contain  the  scandal  by 
pretending  the  Italian  bank  knew 
nothing  of  its  Atlanta  office's  huge 
Iraqi  dealings  —  despite  suppressed 
C.I.A.  evidence  to  the  contrary. 

During  the  '92  campaign,  Al  Core 
accurately  charged  that  "the  C.I.A. 
reported  to  Secretary  of  Stale  James 
Baker . . .  that  Iraq  was  clandestinely 
procuring  nuclear  weapons"  while 
Slate  was  urging  more  loan  guaran- 
tees to  appease  the  dictator.  Candi- 
date Clinton,  asked  if  he  would  favor 
a  special  Iraqgate  prosecutor  under  a 
new  Independent  Counsel  Act,  replied 
unequivocally:  "Yes." 

That  was  then.  Last  week,  in  Atlan- 
ta Federal  coun,  Clinton  Justice  ar- 
ranged for  the  local  Bai\ca  Lavoro 
manager  to  cop  a  plea  on  three  minor 
charges  of  what  had  been  a  347<ount 
indictment,  thereby  blocking  full  dis- 
closure of  Rome's  corrupt  involve- 
ment —  with  guilty  knowledge  of  US. 
officials  —  in  a  public  trial 

John  Hogan,  Attorney  General  Jan- 
et Reno's  longtime  assistant  in  Mi- 
ami, is  the  prosecutor  who  insists  that 
ihe  bank  in  Rome  was  innocent,  over 
the  plea  bargainer's  continued  dispu- 
tation. Federal  Judge  .Marvin  Shoob, 
the  Sirica  in  this  case,  rejects  Mr. 
Hogan's  contention  as  "absurd  ... 
never-never  land."  He  sees  a  "wider- 
ranging  sophisticated  conspiracy 
that  involved  B..N.L.Rome  . . .  and  the 
Governments  of  the  U.S,  England, 
Italy  and  Iraq." 

But  Ms.  Reno's  man,  who  joined 
Justice  on  June  T.  has  conducted  what 
she  falsely  calls  "a  thorough  inde- 
pendent invesilgaiion."  resulting  in 
"no  reason  to  change  our  opinion." 

Thus  Clinton  appointees  at  Justice 
have  closed  ranks  wiih  prosecutors 
and  fixers  desperate  not  to  be 
brought  before  a  grand  jury  by  a 
truly  independent  counsel.  Bush  Jus- 
tice ap|>oinicd   the  lawyer  for  Sad- 


dim's  main  arms  purchaseras  Oi 
Attorney  in  Atlanta;  aintow  Jtestioe 
IS  appointing  a  Uwyer  froox  Kiv  t 
Spalding,  BJ<.U-s  Uw  nrn»,«*»^ 
viousty  worked  on  the  case  as  a  mns 
ecutor  to  be  VS.  Atton^ey  (tieie  mmt 

Reno  js  unconcerned  at  b«w  her 
assertlon  of  B.N.U-Rome's  6n»cH»oe 
bolsters  the  tiaUan  bai*f^  <faini 
against  the  U.S.  for  «80  ma^afihe 
loans  to  Saddam  that  Janes  Baker 
persuaded  Agriculture's  OaMoa 
Yeutter  to  guarantee.  If  ttieQteteai 
Division  holds  that  Rome  wasvictuii- 
Ized.  shouldn't  the  U.S.  payn?  -Ap. 
pies  and  oranges,"  Hogan  tefc  miT 
that's  the  Civil  Division's  jotiL 

Hogan  is  familiar  with  luCu  suits.' 
having  once  been  accused  of  receJv-i 
ing  stolen  clothing  In  a  Mbmi  "hot" 
suit"  case;  he  earned  a  stra%ht-ar- 
row  reputation  by  resigning  as  prvse-' 
cutor  despite  his  innocence. 

But  now  he  uses  "ongou^  invesU- 
gation"  to  duck  questions,  despite  St. 
Janet's  claim  of  his  work  having  aj. 
ready  been  "thorough";  it  Is  patently 
not  "independent." 

Did  Hogan  take  testimony  under 
oath  from  ex-Attorney  General  Dick 
Thornburgh  about  a  White  House 
meeting  with  Italian  Ambassador  Rl- 
naldo  PelrignanI,  directed  by  Rome 
to  "raise  the  case  to  a  political  lev- 
el"? Or  ask  the  Criminal  Division 


Iraqgate 
claims  Reno. 


why  an  update  on  the  B..N.U  invest!- 
gation  was  prepared  for  the  A.G  just 
three  days  before  that  meeting? 

Did  he  convene  a  grand  jury  to 
e.xamine  the  Oct.  26,  1989,  memo  to 
Secretary  Baker,  with  attached  talk- 
mg  points  and  Baker  notations,  show- 
ing how  commodity  credits'  were 
abused  for  Saddam's  backdoor  H- 
nancing? 

Is  it  not  a  blatant  conflict  of  inter- 
est for  him  to  close  out  Ihe  Atlanta 
case  while  purporting  to  investigate 
the  Atlanta  prosecutors  on  whose 
work  he  depended? 

Reno's  man  sayeth  not.  No  wonder 
we  hear  not  a  peep  of  criticism  about 
Clinton  from  Bush;  the  former  Presi- 
dent and  his  men  are  being  well  pro- 
lected.  Congress  should  pass  the  In- 
dependent Counsel  Act  and  demand  it 
be  used  In  this  case.  □ 
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Government  Denies  Bush  Armed  Iraq 


ByNEILA.  l£wIS 

ATLANTA.  Aug.  U  -  A  r«><"' 
proMOiior  5««1  in  court  lodty  u>«l  ine 
ainion  Adminlilrilloo  h»<I  cooduclMi 
an  invtjtlgnlon  »n<l  cooclu<k<I  lh«t 
Ihtix  w»i  no  coniplr«cir  by  PrtikJenI 
George  Buih  «nd  jenlor  ikJei  10  arm 
lr«q  jecreily  »nd  ihen  or  er  up  iheir 
act  ion  t. 

The  itnemeni  by  John  Hogtn.  »pe- 
cUI  (MUunl  10  Attorney  ienermi  Jan- 
el  Reno.  w«j  greeted  with  skcfXlcUm 
bordering  oo  outright  dUbelk/  by  the 
Federil  judge  who  h»>  preshJetl  over 
the  mailer  mailer  (or  nearly  four 
yean.  Judge  Marvin  H.  Shoob  ol  Fed- 
eral District  Court  jald  juch  a  conclu- 
sion wai  only  possible  "In  never-never 
lanA" 

Judge  Shoob  said  he  believed  lliere 
was  strong  evidence  of  a  (ar-rajiging 
conspiracy  involving  the  governments 
o(  the  United  States.  luly  and  Briutn 
to  aid  Iraq.  He  said  the  only  way  to  find 
out  what  really  happened  would  b«  the 
appointment  <>f  an  Independent  prose- 
cutor. But  with  UK  Clntoo  Admtnlstr«- 
tion's  view  of  ih«  case,  as  eitprwsed 
today,  it  seems  unlikely  Uiai  would 
happen,  and  ihe  case  will  soon  simply 
come  to  a  halL 

Backing  up  hU  sharp  words.  Judge 
Shoob  refused  to  sentence  to  jail  five  of 
the  sU  Atlanu  bankers  charged  wtlh 
making  illegal  loans  to  Iraq.  The  flvt 
had  pleaded  guilty  10  various  felony 
counts,  but  Judge  Shoob  said  he  would 
nol  sentence  them  to  Jail  because  the 
Government's  conlenlloo  that  they  de- 
frauded the  parent  bank  in  Rome  was 
incredible. 

Objections  by  Prosecutor* 
Prosecutors,  led  by  Mr.  Hogan.  ob- 
jected, saying  the  bankers  were  largely 
responsible  for  the  secret  \otns.  But 
Judge  Shoob  characleriud  tkem  as 
merely,  "pawns  and  bit  players  in  a  far 
more  wide-ranging  conspiracy." 

Today's  sentencing  was  probably 
Judge  Shoob's  last  action  In  the  Iraq 
loan  case  and  he  lamented  the  lacl  thai 
as  a  judge,  he  lacked  the  resources  to 
pursue  the  case.  He  said  there  were  too 
mariy  circumstances  that  made  It  im- 
plausible that  the  conspiracy  was  • 
small  one  involving  only  the  Atlanu 
bankers.  "Smoke  is  coming  cut  of  ev- 
ery window."  he  said.  "I  have  to  con- 
clude the  building  is  on  fire." 

Both  Judge  Shoob's  admirers  and 
detractors  say  he  is  trying  to  play  a 
role  similar  to  that  of  Judge  John  P. 
Sirica  in  Ihe  Watergate  scandal  when 
he  refused  to  accept  answers  by  prose- 
cutors that  the  misdeeds  were  restrict- 
ed to  a  small  group  of  low-level  offi- 
cials. 

The  case  before  Judge  Shoob  in 
'olvei  SIX  former  officials  o(4^e  Atlan- 
ta branch  of  an  Italian  bank  »hich  was 
secretly  used  'o  finance  nearly  JS  bil 
lion  in  arms  purchases  (or  Saddam 
Hussein-  The  prosecuticm  ol  the  Atlanta 
bankers  is  at  the  heart  of  the  accusa- 
tions that  the  Bush  Administration  co- 
ve •■••  i.--r.ci  !:;-  tc  :pp-:::.;  Mr.  H-.-s 
sein  and  then  sought  to  cover  up  ihat 
policy  alier  Mr  Hussein's  army  invad- 


Judge  M»rv>i\  H.  Shoob  refused 
to  aentcncc  to  jail  S  of  6  AtJuiU 
bankcrt  charged  with  making  iUe- 
gal  loam  to  Iraq. 


Clinton  aides  find 
no  misdeeds  by 
top  Bush  aides. 


ed  Kuwait  in  August  IVW. 

The  ofHcialsof  the  Atlanta  branch  of 
the  Banca  Nationale  del  Lavoro  were 
cfurgrd  by  the  Bush  Administration 
with  <5efrauding  the  parent  bank  in 
Rome  after  the  Federal  Bureau  of  In- 
vestigation raided  the  Atlanta  office  in 
August  19S9.  But  at  a  tumultuous  court 
hearing  before  Judge  Shoob  lasl  Sep- 
tember. It  was  disclosed  that  the  Ceiv 
tral  Intelligence  Kitency  may  have 
known  that  the  bank  i  >enior  managers 
were  aware  of  the  loans,  and  so  could 
not  have  been  deftiuOed 

Much  o(  the  speculation  surrounding 
the  case  has  been  olviher  the  Central 
Intelligence  AgrrKv  jnd  the  Bush  Jus- 
tice Department  vmiim  to  limit  the 
Investigation  to  ihe  Atlanta  bankers 
out  o(  (ear  of  rmbjitjtting  the  White 
House  or  the  tuiun  Government, 
which  largely  o»n»  :he  bank. 

Judge  Shoob  had  ■  onplamed  in  the 
past  that  he  had  b'lrn  :ied  '.o  by  the 
intelligence  agencv  jnd  'he  Bush  Ad- 
ministration. 

Inquiry  Was  Promised 
During  the  campjn(n.  Mr  Clinton 
promised  that  he  *ould  have  his  attor- 
ney general  make  a  fresh  and  thorough 
investigation  of  the  jilegaiions-  Then 
they  would  decide  *heiher  to  seek  the 
appointment  of  an  independent  prose 
cutor. 

The  comments  today  by  Mr.  Hogan 

suggest  that  .Ms-  Reno  is  unlikely  tt 

..cc'..  •  i,.^.,-:  ^..-.;i:;-_;;.-  :.-  the  rr.sc. 

The   sixth   banker    charged   in   ihr 

case.  Christopher  P  Or  ^goul.  th.:  man 


uled  ••  CO  u>  uul  •■  taA  tnuU 
charces  on  Sepc  H  Ja^^  !gteA  ju, 
accetSnl  (s  a  CovenmKal  i  i  ■■  b  |K,| 
he  step  asMe  In  Omc  cueM?  Mr 
Orogoul  will  appear  befo««  a  MIereni 
Judge. 

Carl  Stem,  said  In  ~-^  iiJT  ^uui 
Ihat  Mr.  Hogan  K«l  dcwSi  •«  an 
•  enerietk:  review-  «(  the  cue  and 
reported  his  (Indlncs  to  tte  «eDan 
ment-a  up  oflkUb.  ^*^ 

h-!l'  2!!5.*."  '""  **  »**«*  •"  *«  •>«< 
been  «raetln(  nearty  •^-1  Tii    ^  ,,. 

examMnt  <»«  case siaoF 'i  jp     .j  ^ 

FedermI  CovemmetM.  BefaK  Muc  hr 

was  Ml  Reno's  cMeT  aataSMa  in  Ml^ 

ami  wttere  she  had  beca  it^e  County 

prtKccuior.  ' 

He  aid  Ms.  Reno  (Old  Wb  «s  use  the 
best  (alent  available  and  mut  shrink 
from  tJie  trutlu  Mr.  Hogaa  aid  he  wu 

now  satisfied  that  (he  heatfainoc  of  the 
bank  In  Rome  was  not  aware  of  the 
loans  processed  by  the  AdaaMa  branch. 
an  assertion  that  brought  sharp  skepti- 
cism from'  Judge  Shoobi 

Judge  Shoob  also  charted  (ha(  the 
Covecnment  was  incooststcM  because 
It  look  a  <»oniclint  positloo  en  a  relat- 
ed case  In  the  United  Slate*  Court  o( 
Cbirai. 

At  (he  same  time  (hat  ihe  Justice 
Department  is  prosccutini  Mr.  Oro- 
goul for  defrauding  the  Rome  head- 
Quarters,  it  Is  refusing  u>  pay  a  claim  le 
Ihe  bank  for  W«  milll<y  in  (he  Court  of 
Ctolmv  The  bank  is  seeking  reim- 
bursement for  some  money  test  when 
Iraq  defaulted  oo  some  kuns  made  by 
Mr.  DrogouL  The  loans  were  guaran- 
teed by  the  United  States  CovemmenL 

But  iJk  Covemmenl  is  arguing  that 
II  need  not  pay  the  claim  because  .Mr. 
Drogoul  was  an  officer  of  the  bank  and 
therefore  made  the  toans  under  the 
auspices  of  the  bank.  Mr.  Hogan  told 
Judge  Shoob  he  did  not  believe  the 
positkms  were  in  conflict. 

The  law  by  which  a  special  prosecu- 
tor could  be  appointed  expired  last 
year  and  Congress  has  been  moving  to 
reenact  iL  President  Ointon  said  he 
supported  renewing  the  law. 

Senior  Bush  Administration  oriicials 
were  adamantly  opposed  to  the  concept 
o(  independent  prosecutors.  William  P 
Barr.  the  last  attorney  general  under 
President  Bush  refused  to  name  a  spe- 
cial prosecutor  in  the  case,  instead 
asking  a  former  Federal  judge.  Fred- 
erick B.  Lacey.  to  conduct  what  he  said 
was  an  independent  investigation  with- 
in the  OpanmenL 

Judge  Shoob  had  crilicKed  the  Lacev 
report  which  was  Issued  last  Decemoer 
and  found  no  wrongdoing  and  no  rejson 
to  appoint  a  special  prosecutor  *hen 
Randy  Chartash.  one  of  the  prosecu- 
tors today  offered  the  Lacey  report  lo 
dispute  Judge  Shoob's  assemons 
Judge  Shoob  was  incredulous. 

He  said  that.  "If  Judge  Lacev  i-.jj 
invesiigaied  the  Teapot  Dome  iCJn- 
dal."hesatd  referring  to  Ihe  IS.'Jicjn- 
dal  which  almost  toppled  PresiOeni 
"'ir-r-  t.  H'.'.iin;.  "t>»  »™:^'  K-or 
given  out  a   medal 'instead  of  j     ^;l 
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ROME  BANK  IMED 
TO  ATLANTA  LOAKS 

U.S.  judge  Says  C.IA  Papers 

Show  Home  Ofike  Knew 

Of  Funds  for  inq/s 

^a&   By  MARTIN  TOIXHW 

ATLANTA,  Sept  »  —  A  Fe<J«r«I 
Judge  tsid  (oday  that  n«.  danlfled 
Central  In(eU({ettoe  Acatqr  docu- 
ments revealed  (hat  bOBoRS  of  dolUrt 
In  Illegal  loans  to  Iraq  roade  by  the 
Atlanta  branch  of  an  ItaUao  bank  were 
known  to  the  bank's  top  oTficlaU  In 
Rome. 

The  disclosure  by  Judge  Marvin  H. 
Shoob  of  United  States  District  Court 
came  In  a  whispered  cottfercftce  at  the 
bench  with  Government  and  defense 
lawyers  during  the  sentencing  hearing 
of  Christopher  P.  Drogoul.  a  former 
manager  of  the  Banc*  Nailonale  del 
Lavoro.  Judge  Shoob  later  made  the 
statement  part  of  the  court's  written 
record.  ,  I 

Mr.  Drogoul  oleaded  guilty  last  June' 
to  charges  that  ne  had  masterminded  a: 
scheme  to  provide  the  loans  without 
the  knowledge  or  tpproval  o(  the; 
bank's  headquarters  In  Rome.  He  has 
been  In  the  Federal  penitentiary  In 
Atlanta  while  awtldng  sentencing. 

Judge  Shoob's  disclosure  supports 
Mr.  Drogoul's  contention  that  there 
was  actually  no  fraud  because  the  Ital- 
ian bank  knew  about  the  loans  and  was 
an  accomplice  In  the  scheme.  But  earli- 
er ihls  month  Judge  Shoob  refused  to 
allow  Mr.  Drogoul  to  withdraw  hit 
guilty  plea.  Mr.  Drogoul's  lawyer  had 
argued  that  Mr.  Drogoul  pleadM  guilty 
because  he  was  represented  by  an  In- 
experienced public  defender  »nd  that 
he  was  coerced  by  the  Government  Into 
making  untrue  statements  about  his 
'  guIlL 

Questions  About  VS,  Role 

The  politically  charged  Investigation 
has  raised  questions  concerning  the 
role  of  the  Bush  Administration  In  en- 
couraging the  loans  to  Iraq.  Congres- 
sional Democrats  have  asserted  that 
the  Administration  not  only  was  aware 
of  the  loans  to  Iraq  bat  also  encouraged 
them,  sought  to  cover  up  Its  role  and 
hindered  the  Government  Investiga- 
tion. Democrats  on  the  House  Judicia- 
ry Committee  unanimously  sought  the 
appointment  of  an  Independent  counsel 
to  Investigate  these  charges,  but  Wil- 
liam P.  Barr,  the  Attorney  General, 
denied  the  request,  saying  there  was 
Insufficient  evidence  to  Justify  such  an 
Investigation. 


In  IKS  Piesldcnl  Uusn 
rcctlve  urgtnc  Goveminea* 
(orge  doser  itcs  to  Iraq.  ~ 
Rcpreic«Natlv«  Henry  n, 
Texas  Dcatocrat  \ni  Ibe 
the  House  Banking  CoAnMM^< 
,  directly  oa  «ie  House  floor  ta 
classUM  fctlcr  H  rcoeHeC 
C.IJL  ki  late  taly  IMI  "   ~ 
(he  agency  ba4  aooM 
offlcUl*  «l  (he  lullan 
knew  about  (he  bank 
Mr.  DroMul  «■•  Indicted  hal 
ary  IHI.  But  Judge  Stwob 
(lalemcfll  en  raw  CIA.  rcportK.a« 


letter.  H«  called  earlier 

pendent  counsel  to  InvcsttBaAe^KOofv* 

emment'i  role  In  the  lr«^lMa*. 

The  Judse  followed  In  Mr.OMtmlex' 
.footsteps  In  putting  clastUted  CXA. 
r  documents  on  the  public  iccdkC  At  th« 
private  bench  conference  tbe  f>dg« 
told  the  lawyera  (or  botk  ••  Oancm- 
ment  and  Mr.  Drbgoul  ihaC  "t  spent  a 
lot  of  hours  going  over  the  Aicnaaenta, 
'.  and   I  hav«  carefully  iu<lwi4  (ha 
C.IJk.  raw  reporis  that  wen  «AaBltted, 
and  I  am  not  quite  sure  kaw  to  handle 
them,  because  my  revtoweCtfaen.  and 
1  mada  tome  notes  aboat  It.  fcrflcate 
that  they  luppori  th«  defeadMCt  posi- 
tion." 

-  "Three  definitely  do  support  the  de- 
(endant'i  position,  that  U(JL-Rome 
wsi  aware  of  what  h«  was  dobkg,  and 
they  alto  undermine  the  Govemment'i 
position  that  thlt  was  « "fcina  wolT  type 
operation,"  (h«  Judge  said.' 

Th«  Judge  alto  taM  the  CXA.  re- 
ports revealed  that  (ha  loan*  were 
known  by  the  Intematloaal  butl<  rs 
community, 

Gerrtlyn  Brill,  the  Actlnc  United 
Siatet  Attorney  her*,  observtd  that  the 
document!  were  "giveiv  to  you  under 
condition  they  remain  tecteL" 

But  the  Judge  asked,  "Why  thould 
(hey  continue  to  be  clatsUeo  i(  (hey 
don't  affect  national  security?" 

A  former  top  official  ot  (he  Italian 
bank  tesUfled  today  that  bank  officials 
InRome  must  have  known  of  the  Illegal 
actlvUlei  of  the  Allanta  branch. 

Judge  Shoob  asked  t.ulgl  Sardelll,  s 
former  director  of  BjT.I_'s  North 
American  operations  and  a  surprise 
witness,  "Do  you  have  an  opinion  on 
whether  Mr.  Drogoul  could  have  made 
these  loans  without  the  knowledge  of 
senior  officials?" 

"It  could  not  have  happened,"  Mr, 
Sardelll  replied.      ' 

But  pressed  by  Government  law- 
yera, Mr.  SardelU  provided  no  hard 
evidence  to  support  his  opinion. 
'  In  a  k>ng-awalted  appearance,  Mr, 
Drogoul  himself  took  the  witness  stand 
late  ihit  afternoon,  but  had  an  opportu- 
nity to  testify  only  oo  his  background 
and  the  origins  ol  the  Iraqi  k>an  pro- 
gram. The  son  of  a  French  father  and 
American  mother,  Mr.  Drogoul  tesU- 
fled that  he  had  some  problems  with 
his  former  employer,  Barclays  Bank, 
but  failed  to  speciflcj'  w*>»l  **><>"  pro'>- 
lems  were. 

He  said  his  Italian  branch's  first 
Involvement  with  Iraq  occurred  in 
1984,  the  result  of  a  request  from  the 
Continental  Cra'.i  Company  for  a  {13 
-illlon  loan  to  Iraq.  "We  telephoned 
...<  leglonal  of;i.-.e  In  New  York  and 
Uid  out  (he  transaction,"  Mr.  Drogoul 
said.  "They  telephoned  Rome  and 
called  us  back  the  next  day."  The  loan 
was  approved. 

BUSK  ATTACKED  ON  IRAqi  POLICY 

Senator  Al  Core  charged  that  Presi- 
dent Bush's  efforls  10  befriend  Sad- 
dam Hussein  in  the  years  before 
Iraq  Invaded  Kuwait  led  directly  to 
an  unnecessary  war.  Page  A21. 
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Reno  Aide  to  Lead  New  Probe  of  Iraq  Ties  BeforeGulf  War ' 


By  DOUGIAS  FRAWTZ 
i(vd  RONALD  J.  OSTROW 

liwtt  Ilkft  willtcl 

WAStilNCTON-The  Jusike  0«pArtaae«t.  ifltr 
moflihs  of  fcrudnjr.  hu  decided  lo  opem  a  broad  new 
lnvctli(«lM>n  inio  wheih«r  Uw«  were  bmfcen  by  VS, 
ofHculsind  Am<ric«nctKnpJnie«  in  armlnc  Iraq  before  the 
PerjianCulf  War. 

The  inquiry.  wh»ch  is  beinj  led  by  «  ipectrt  assastint  10 
Any.  Ccn.  ianel  Reno,  raisei  ihe  poarffclily  o*  new 
criminal  char|e«  in  t  conlroversy  iKat  nuay  tkeplics 
lhou(ht  had  been  dumused  by  ihe  Clinton  A^dnaoistraltoa 

So  far.  one  VS,  co^npany  has  been  char^vd  artd  six 


■  r«OMSutroATComo*rt  | 

employees  o(  an  Italian  bank  have  been  cxxtncted  in 
connection  with  iransactiom  thai  helped  Iraq  obuin 
billkont  of  dollars  worth  of  sensitive  computenartd  weapoa 
technology  in  the  years  before  the  war. 

John  Hogan.  a  longtime  associate  of  Reno's  when  «h« 
was  Miami's  chief  prosecutor,  said  that  he  and  a  team  of 
prosecutors  and  investigator  are  examinmc  whether  VS. 
CKport  lawj  were  violated  by  tales  to  Iraq  and  whrther  any 
government  officials  were  Involved  In  nuscortdud  in 
arranging  aid  lo  Baghdad  or  covering  it  up  after  the  war. 

"1  perceive  my  Uik  to  include  looking  ai  various 
investigatioru  artd  prosecutions  arour^  the  country  to  tee 
tf  there  are  common  threads  that  reveal  criminal  activity  In 
conjurkction  with  how  Iraq  was  armed,"  Hogan  taid  In  an 
interview  at  his  Justice  Deparunent  ofTice. 

Alpng   with  examining   sates  by   U£.  businesses,  the 

investigation  will  scruliniie  the  actions  of  sonve  govern* 
tnent  offtciaU  under  former  Precident  George  Bush  in 
providing  assistance  to  Iraq  before  the  war  and  cor^cealirtg 
the  extern  of  such  aid  afier  the  conflict. 

VS  Dtstnct  Judge  Marvin  H.  Shoob.  a  perrtstenl  critic  of 
the  Justice  Department's  handling  of  the  Iraq  investiga- 
tion, called  Ifogan's  inquiry  a  step  in  the  right  direction. 

-I've  met  with  Mr.  Hogan.  and  I  think  he  will  do  his  best 
to  ferret  out  the  details  arwf  information  corKernIng  these 
complex  matien."  Shoob  said.  'However.  1  think  you  ttiU 
need  an  independent  counsel,  with  the  resources  af*d  time 
to  fully  invest igaie  ihe  issues.' 

Justice  Department  ofHcials  said  Hogan's  irvjuiry  does  rwt 
rule  out  later  efforts  to  appoint  an  independent  courueL 
who  would  enjoy  more  autonomy  than  would  a  typical 
federal  prosecutor.  The  law  establishing  the  irvdependent 
counsel  process  was  allowed  to  expire  last  year,  but 
Congress  Is  expected  to  consider  renewing  it  later  lh&  year. 

Pormer  Aity.  Cert  William  P  Barr.  who  rejected 
congressiorul  requests  for  an  independent  counsel  in  the 
case  last  year.  declifHd  to  comment  on  the  new  inquiry. 
But  Ira  Raphaelson.  a  former  key  aide  to  Ban*,  said  (he 
Oinion  Administration's  investigation  mirrors  plans  Barr 
had  for  examining  Iraq-related  matters  through  a  task 
force  of  prosecutors  and  investtgatcrt. 

-|t  would  appear  that  Hogan's  intention  is  the  tume] 
mission  of  the  usk  force,"  Raphaelson  said. 

During  last  fall's  campaign.  Prcsidcnl  Clinton  promised  a 
fresh  and  aggressive  review  of  allegaiioru  that  taws  had 
been  violated  in  executing  the  U.S.  policy  of  asnsiing  Iraq 
before  the  Gulf  War.  He  said  the  results  would  determine 
whether  in  independent  courtsel  was  rwecessary. 

However,  Democrats  in  Congress  have  complained  that 
the  Administration  has  been  slow  to  move  on  the  Iraq 


InvrsHC^****-  ^^  trnpressMMi  af  rrlwctanrc  *i 
last  month  M  ■  bearu\g  in  Atliti  before  iu  ~ 

The  hcazinc  was  to  sentence  Tive  forner  • 
the  AtUoU  ofTice  ot  Italy's  BaiKa  NanonaAc-d 
They  had  pleaded  guilty  lo  roles  in  a  scheme:  «k| 
Iraq  wrth  iS  biTlion  in  toana.  socne  at  whic^  « 
Baghdad  to  buy  weapon  technology  artd  Im 
ftrserul  of  Scud  missttes. 

Hogan  surprised  Shoob  by  saying  thai  he  I 
cd  the  bar»k  ease  and  agreed  wrth  the  T 
lion's  Justtce  Department  that  the  ItaliaB  I 
authorized  or  approved  the  loans  by  lU  Atla 
Ho«an    was    careful    not    to    say    that    hn   m^ 
exonerated  tndivtdual  bank  ofricu Is  or  any  O.S.1M 
The    Banca   Lavoro   case   eiwled   on  Seft_  S  < 
•urprtse  guilty  plea  of  the  sucth  defeadanctai^ 
manager  Christopher  P.  Drofou*.  W*h  Ae  a 
the  bank  case,  Hogan  said,  the  mvcsiigatic 
the  broader  Inquiry  Into  possible  export.  • 
official  mfscooducl. 

"AH  the  doors  are  stiU  open  in  this  inr 
Hogan.  who  is  devoting  all  of  his  ikne  10  « 
reporu  directly  to  Reno, 

At   least    10   prosecutors   aiMj   numertMS  1 
from  the  FBI  and  other  agencies  are  4 
Inquiry  out  of  an  Atlanta  ofTice.  which  fcs  of 
thousands  of  doc«n>enU  subpoenaed  in  c 
Banca  Lavoro  case. 

While  part  of  the  investigation  involves  traftxactiofu 

financed  by  Banca  Lavoro.  Hogan  said.  k.  wfll  incfiide 

examining  actions  of  US.  officials.  He  refused  lo  idenlify 

any  of  the  sobiects  or  Urget*. 

The  luUan  bank's  Uny  AlUnu  office  finaaced  SS-b«llion 

ncu«K«IRAQ.  AT 


C«etlB«c4  fr*ni  AS 
worth  of  commodity  and  technolo- 
gy purchases  by  Iraq  botm-een  1984 
and  1989.  After  the  Culf  War. 
United  Natloru  irupecton  discov- 
ered that  some  US.  and  European 
technology  financed  by  Banca  La- 
voro had  been  used  in  Iraqi  pro- 
grams to  develop  nuclear  weaportt 
and  other  arms. 

The  only  American  company 
charged  in  an  arms  deal  with  Iraq 
lo  date  is  «  diviskm  of  Teledyne 
Inc..  the  Lo«  Angeles-based  de- 
fense contractor.  E^t  sources  said 
Hogan's  investigators  are  examin- 
ing sales  by  other  firms. 

About  ll.9-b«llK>n  worth  of  rice, 
grain  and  other  goods  told  to  Iraq 
through  the  bank  were  guaranteed 
by  a  U.S  Agriculture  Department 
program.  Allegations  have  been 
raised  that  there  were  kickbacks 
and  overcharges  in  those  deals,  and 
some  are  likely  lo  tome  under 
Investigation,  according  to  the 
toufcea. 
Investlgatdrs  also  will  examine 


act iortt  by  US.  polacy- makers,  who 
have  been  accvsed  by  Democrau 
of  deceiving  Confress  about  VS. 
aid  to  Iraq  and  trying  to  conceal 
Ihe  extent  of  that  assisurKe  after 
the  war. 

A  British  Investig'tion  Into  thai 
couniry'k  policy  toward  Iraq 
has  determined  that  businesses 
were  quietly  encouraged  to  sell 
Iraq  arms  and  weapon  technology 
despite  a  public  policy  of  not  pro- 
viding deferue  producu  to  ihe 
Baghdad  regime. 

Documenu  and  testimony  from 
avfl  tervanu  have  discloted  a 
concerted  attempt  by  the  Bniuh 
goverruneni  to  corKcal  the  scope  of 
defense  sales  to  Iraq  and  to  deceive 
Parliament  about  the  relaxation  of 
the  guidelines  against  such  ulet. 

Pnme  Minister  John  Major  is 
expected  10  testify  early  rvext  year 
In  the  British  inquu-y.  and  former 
Prime  Minister  Margaret  Thatcher 
(1  scheduled  lo  give  tesUnu>ny  in 
December. 
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Plea  Agreement  Withdrawn 
On  Chief  BNL  Case  Defendant 

Judge  Faults  U.S.  Probe  of  Italian  Bank^s  Iraq  Loans 


By  R.  Jeffrey  Smith 


A  federal  judge  in  AllanU  yesterday  ap- 
proved a  sudden  government  request  to 
withdraw  a  plea  agreement  by  the  chief  de- 
fendant in  a  bank  scandal  that  invohred  bil- 
lions of  dollars  in  illicit  loans  to  Iraq. 

The  unexpected  development  abruptly 
ended  a  prolonged  sentencing  hearing  and 
set  the  stage  for  a  trial  of  the  defendant, 
Christopher  P,  Drogoul.  sometime  next 
year.  The  three-week  hearing  on  Drogoul's 
sentence  was  marked  by  a  series  of  embar- 
rassing disclosures  about  the  government's 
handling  of  the  case,  although  admi^istra-  ■ 
tion  officials  saW  that  had  not  been  a  con- 
sideration in  the  U.S.  attorney's  action  yes- 
terday. 

Judge  Marvin  H.  Shoob  said  as  he  voided 
Drogoul's  plea  agreement  that  he  would 
grant  a  government  motion  for  his  own 
withdrawal  from  the  case  before  the  trial 
can  begin.  Shoob  has  repeatedly  raised 
questions  about  the  government's  theory 
that  Drogoul  and  his  colleagues  at  the  At- 
lanta branch  of  luly's  Banca  Naztonale  del 
Lavoro  (BNL)  were  solely  responsible  for 
the  scandal  because  senior  Italian  banking 
officials  were  ignorant  of  the  branch's  illicit 
loans  to  Iraq. 

"I  have  concluded  that  the  substantial 
financing  of  Iraq  by  BNL-AtlanU  was 
well-known  ...  in  banking  circles  and  by 
U.S.  intelligence,"  Shoob  said  yesterday  in 
explaining  why  he  would  agree  to  withdraw. 
The  failure  of  the  U.S.  investigators  to 
conduct  an  investigation  in  Rome  and 
Iraq  . .  .and  to  question  knowledgeable  per- 
sons available  to  them  indicates  an  effort  to 
absolve  BNL-Rome  of  complicity  in  the  At- 
lanta branch  loans." 

The  senior  U.S.  attorney  in  the  case, 
Gerrilyn  Brill,  rejected  Shoob's  character- 
iMtion.  But  she  explained  that  Drogoul's 
assertion  in  courtroom  testimony  Wednes- 
day that  his  conduct  was  authorized  by 
Rome— plus  the  'tremendous  amount  of 
public  interest"  in  the  case  and  repealed 
allegations  of  government  wrongdoing — 
had  all  made  it  imperative  "there  be  a  con- 
clusive determination  of  Drogoul's  guilt"  by 
trial. 

"The  results  of  our  investigation,  which 
we  know  to  be  thorough  and  painstaking, 
have  shown  that  Drogoul  was  lying"  in  his 
testimony.  Brill  said.  "We  are  prepared  to 
prove  that,  but  to  do  so  will  require  that  we 
call  scores  of  witnesses." 

Drogoul  was  facing  a  sentence  of  up  to 
390  years  imprisonment  for  his  guilty  plea 
this  summer  to  60  counts  of  fraud  and  tax 
evasion  in  the  scandal,  which  involved  more 
than  $4  billion  in  illicit  loans  and  loan  guar- 


antees and  has  been  describedjas  tie  htg- 
est  bank  fraud  in  U.S.  history%  Th<^tmm>-' 
tnent,  which  had  indicted  Drogoul  «a  347 
counts,  had  accepted  trie  plea  in  riilmnii 
for  a  promise  of  Drogoul's  oooperatioK  dnt 
it  later  claimed  was  r»ever  fulftUed.  '  ■•■»•"' 
The  government's  dedsioa  to  «ttdraw 
the  plea  agreement  came  one  day  after  Dro- 
goul read  into  the  court  record  eaoerpts 
from  an  internal  BNL  file  reporting  oonber- 
ted  efforts  in  1990  by  the  bank's  headquar- 


ters in  Rome  to  ktbby  senior  Bush  aifanin- 
tstration  officiab  against  any  baak  indict- 
menL  In  response  to  the  previous^f-oodis- 
dosed  contacts,  former  attome/  general 
Dick  Thornburgh  and  other  officials'  in- 
volved denied  any  wrongdoing.  '  .i 

According  to  the  BNL  report,  which  was 
obtained  by  The  Washington  Post  from  a 
U.S.  government  source,  the  Italiaa  gov- 
enunent,  which  owns  BNL.,  was  extxcmely 
vrorried  in  the  spring  of  19191  that  the  Jus- 
tice Department  believed  the  bank  was 
crimiiully  involved.  It  consequently  sought 
opportunities  "to  intervene  tactful^  at  po- 
litical levels"  in  Washington,  partly  through 
the  Italian  ambassador,  Rinaldo  Petrignani, 
the  report  stated.  ..>• 

The  bank  also  hired  a  team  of  prominent 
lawyers,  including  former  U.S.  attorney 
general  Griffin  Bell,  former  secretary,  of 
state  William  P.  Rogers,  and  the  head  of  the 
Justice  Department's  criminal  fraud  division 
until  shortly  before  an  August  1989  raid  oo 
BNL's  Atlanta  branch,  William  Hendricks. 
Petrignani,  who  the  report  said  advised  die 
bank  to  hire  Rogers,  has  since  retired  from 
diplomatic  service  and  become  a  consultant 
to  Rogers's  law  firm  in  Washington.        I 

Among  its  other  revelations,  the  internal 
BNL  report  contained  a  statement  that  one 
of  the  illicit  loans  by  BNL's  Atlanta  branch 
"had  already  been  signaled"  to  the  bank's 
North  American  regional  director  by  "the 
Secretariat  of  Foreign  Loans  Depart- 
ment"— an  indicatkm  that  some  BNL  offi- 
cials in  Rome  may  have  been  aware  of  the 
loan  at  the  time  it  was  made. 

In  an  interview,  Brill  said  the  BNL  report 
"in  no  way  factored  into  the  decision"  to 
withdraw  the  plea.  She  also  denied  an  as- 
sertion of  Drogoul's  attorney,  Bobby  Lee 
Cook,  that  the  government's  decision  to 
withdraw  the  plea  agreement  was  made  by 
Justice  Department  officials  in  Wj  shington.- 
"It  was  the  prosecution  team's  call,"  said 
Paul  McNulty,  chief  spokesman  for  the  Jus- 
tice Department.  He  said  Attorney  General 
William  P.  Barr  was  not  informed  of  the 
decision  until  yesterday  morning,  shortly 
before  Brill's  appearance  in  court. 

Slcff  writer  Sharon  LaFranUre  contributed 
to  Uiii  report 
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